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BRETTON WOODS AGREEMENTS ACT 


TUESDAY, MARCH 3, 1959 


Houses or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Suscommitrer No. 1, 
Washington, D.C. 


Subcommittee No. 1 met, pursuant to notice, at 10 a.m., Hon. Brent 


Spence (chairman) aaa * 
Present: Messrs. Spence, Brown, Multer, Reuss, Ashley, Kilburn, 


Widnall, Mrs. Dwyer, and Mr. Halpern. 


The Cuamman. The committee will be in order. 

We are meeting this morning to consider H.R. 4452 and H.R. 4453, 
identical bills introduced by myself as chairman of the committee and 
the companion bill introduced by Mr. Kilburn. 

(H.R. 4452 follows :) 


[H.R. 4452, 86th Cong., 1st sess.] 
A BILL To amend the Bretton Woods Agreements Act 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Bretton Woods Agreements 
Act is amended by adding at the end thereof the following new section: 

“Sec. 16. (a) The United States Governor of the Fund is authorized to request 
and consent to an increase of $1,375,000,000 in the quota of the United States 
under article III, section 2, of the articles of agreement of the Fund, as proposed 
in the resolution of the Board of Governors of the Fund dated February 2, 1959. 

“(b) The United States Governor of the Bank is authorized (1) to vote for 
increases in the capital stock of the Bank under article II, section 2, of the 
articles of agreement of the Bank, as recommended in the resolution of the Board 
of Governors of the Bank dated February 2, 1959, and (2) if such increases be- 
come effective, to subscribe on behalf of the United States to thirty-one thousand 
seven hundred and fifty additional shares of stock under article II, section 3, of 


| the articles of agreement of the Bank.” 


Sec. 2. Section 7(b) of the Bretton Woods Agreements Act is amended by 
striking out “of $950,000,000”, and by striking out “not to exceed $4,125,000,000” 
and inserting in lieu thereof “such amounts as may be necessary”. 

The Coarrman. Weare honored this morning by having Mr. Ander- 
son, Secretary of the Treasury, Mr. Upton, Assistant Secretary of the 
Treasury and Executive Director of the International Bank, and Mr. 
Southard, Executive Director of the International Monetary Fund. 

Mr. Secretary, you may proceed as you wish. Do you have a pre- 
pared statement which you would like to read without interruption? 

Secretary ANpERSON. Yes, sir. 

The Cuarrman. You may do so and when you are through you will 
be interrogated. 

Secretary Anperson. Thank you, Mr. Chairman. 

The Cuarrman. We will also hear the other gentlemen, if you are 
desirous that we should hear them. 
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STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
TREASURY; ACCOMPANIED BY T. GRAYDON UPTON, ASSISTANT 
SECRETARY OF THE TREASURY AND U.S. EXECUTIVE DIRECTOR, 
OF THE INTERNATIONAL BANK, AND FRANK A. SOUTHARD, JR,, 
SPECIAL ASSISTANT TO THE SECRETARY OF THE TREASURY AND 
U.S. EXECUTIVE DIRECTOR OF THE INTERNATIONAL MONETARY 
FUND 


Secretary Anperson. Thank you. 

Mr. Chairman and members of the committee, I am pleased to ap- 
pear before your committee today to testify on behalf of the legisla. 
tion to carry out the recommendations made by the President to the 
Congress in his message of February 12, 1959. The purpose of H.R. 
4452 and H.R. 4453 is to authorize increases in the U.S. quota in the 
International Monetary Fund and in its subscription to the capital 
of the International Bank for Reconstruction and Development, and 
increase in the capital of the Bank, by amending the Bretton Woods ' 
Agreements Act of 1945. 

he International Monetary Fund and the International Bank were 
created by international agreement arrived at during the conference at 
Bretton Woods, N.H., in 1944. U.S. participation was authorized by 
the Congress in 1945 through the adoption of the Bretton Woods 
Agreements Act. These two international insitutions represent one of 
the most important efforts to deal with the long-run international * 
financial and economic problems of the free nations. They have now 
operated successfully for more than 12 years. 

Each institution has its own distinct and very important field of 
activity. The Bank is concerned with the financing of economic 
development in the member countries, through long-term loans. The 
Fund works in the field of foreign exchange, and aims at assisting 
countries to maintain or achieve stable and convertible currencies, free 
of exchange restrictions. Sixty-eight countries have subscribed to 
the articles of agreement of the Bank and Fund and each country 
sppeints a Governor, usually the Secretary of the Treasury, the 

inister of Finance, or the head of the central bank. I am the U.S. 
Governor in both institutions, and the Under Secretary of State, Mr. 
C. Douglas Dillon, is the Alternate Governor. The day-to-day work 
of the institutions is carried on by Boards of Executive Directors 
located in Washington and by the managements consisting of a Presi- 
dent. in the case of the Bank and a Managing Director in the case of 
the Fund, with technical staffs. The U.S. Executive Director for the 
Bank is Mr. T. Graydon Upton and for the Fund is Mr. Frank A. 
Southard, Jr. 

The Bretton Woods Agreements Act created the National Advisory 
Council on International Monetary and Financial Problems to coordi- 
nate and supervise U.S. participation in the Bank and the Fund 
and other international financial matters. The members are the 
Secretary of the Treasury as Chairman, the Secretaries of State and 
Commerce, the Chairman of the Board of Governors of the Fed- 
eral Reserve System, and the President of the Export-Import Bank. 
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In accordance with the provisions of that act the Council has regu- 
larly reported to the Congress on the activities of these institutions, 
and in its special reports has dealt with the basic questions of policy 
relating to them. All of these reports, under the present adminis- 
tration and previous administrations, have expressed the judgment 
that the Fund and the Bank have played major and successful roles 
in fostering sound financial policy and promoting economic develop- 
ment. These reports have also indicated that the two institutions, in 
carrying out their policies in accordance with their articles of agree- 
ment, have been fulfilling some of the important objectives of the 
United States in foreign financial and economic policy. 

Members of the Senate and House participated in the formulation 
of the articles of agreement. My predecessors as well as I, as U.S. 
Governor, have invited members of the Senate and House to attend 
the annual meetings of the Boards of Governors as members of the 
U.S. delegation. Members of Congress have attended every annual 
meeting, including the more recent ones abroad at Mexico City, Is- 
tanbul, and New Delhi. This congressional participation has been 
most welcome and helpful. 

The Bretton Woods Agreements Act provides that only the Con- 

ress may authorize increases in the capitalization of the Bank, the 
Bs. subscription to the capital of the Bank and the U.S. quota in the 
Fund. The proposed amendments to the Bretton Woods Agreements 
Act as contained in H.R. 4452 and H.R. 4453 are intended to give 
such authorization. It is our view that these recommended increases, 
together with the proposed increases in the subscriptions and quotas 
of the other members, should be sufficient to permit these bodies to 
continue their useful work in the foreseeable future. This is the only 
approach which has been made to member governments for additional 
resources since the two institutions began operations in 1946. 

I might at this point note that the contribution which we make in 
the form of capital to the Fund and the Bank is the only financial 
support we give to these institutions. Without the framework of their 
capital structure they are self-supporting. No periodic appropria- 
tion is needed to cover our financial participation. The Bank and the 
Fund defray their expenses out of the income earned from their op- 
erations. Moreover, as I shall point out presently, the increase in 
our subscriptions will involve a present cash outlay by the United 
States that is large but is a relatively small proportion of the total 
new subscriptions. No budgetary provision is needed in the case of 
the Bank, and while in the case of the Fund the entire additional 
quota fo $1.375 billion is included in the budget, only the gola pay- 
ment of $344 million really represents an immediate cash expendi- 
ture. Since the purposes and operations of the Fund and the Bank 
differ and the budgetary consequences of increasing our subscription 
also differ, I shall take up the two institutions successively and explain 
the differences in the procedures contemplated by the President’s 
message. 

THE INTERNATIONAL MONETARY FUND 


The International Monetary Fund was create] as a permanent 
international organization to promote sound foreign exchange poli- 
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cies through the elimination of exchange restrictions, to assist in the 
establishment and maintenance of convertible currencies, and to give 
greater assurance of stability in exchange markets. The Fund has 
worked toward these objectives by annual consultations with mem- 
bers, technical advice in setting up stabilization programs, and short- 
term advances to, or standby arrangements with, member countries. 
These activities have grown in scope and increased in effectiveness in 
the past 12 years, and have been accompanied by real progress by 
member countries in achieving good results in the foreign exchange 
field. 

The Fund does not finance long-run development programs nor is 
it intended to provide long-range economic assistance to improve the 
standards of living of its member countries. In simple terms, the 
Fund is a short-term credit institution which assists the monetary 
authorities of the member countries to carry out sound financial 
policies. 

Fund advances are payable in 3 to 5 years at the outside limit. As 
table 1 shows, the presently outstanding drawings are within these 
limits, almost all earlier drawings having been repaid. The Fund’s 
resources in gold, dollars, and other leading currencies are regarded 
by the members as a secondary line of reserves which can be drawn 
upon under appropriate conditions to supplement their own reserves 
of gold and foreign exchange at times ihee they have encountered 
temporary difficulties. 


TABLE 1.—International Monetary Fund: Translations outstanding on Dec. 81, 
1958 


[Time elapsed from purchase to Dec. 31, 1958] 
Millions of 
United States 





dollars 

I a RG ENRON, ie ad creel dem aneteweshine tang pei eoiphitonchinasase 349, 13 
a EO Bs ST i cpeicenaerncs on epbaopeum ipunientapeon a. 203. 83 
er a ee ee eee eR Be ee a Te 987. 27 
Bei BO MRI SOs Sie ibis i eet i lag cu 88. 38 
31 to 36 months ninegtinbitdsestectitcebliewyepoa donee es 17. 00 
TESS eset Fe eet i ed “el SR Ae a, ee 25. 00 
i aa eat gata. bt tora Rata ge seit len aN = Ph ee ee Be 20. 25 
rr eee he te cee ie ese 2. 50 

Total outstanding, Dec. 31, 1958... 222 sie no ccs cnsvie 1, 693. 36 


Fluctuations in the balances of payments of the member countries 
can be of considerable size. These fluctuations have occurred over the 
years for a variety of reasons, including shifts in trade and invest- 
ment, political events, and the interaction upon each other’s economies 
of changes in price levels and reserve positions of the member coun- 
tries. The resulting increases or decreases in reserves can be very 
large and can occur very quickly. Fund assistance gives a member 
country a breathing spell in which it can make the necessary adjust- 
ment in its internal and external policies so as to restore equilibrium 
without unduly increasing restrictions on international transactions. 
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The proposed legislation involves no change in the method of op- 



































6 erating the Fund and no change in its policies. What is proposed is 
” to give the Fund more adequate resources to attain its objectives 
r: under present world conditions. The existing quotas, which at the 
7, end of 1958 amounted to $9.2 billion, were based on data for the period 
- preceding the Bretton Woods Conference. These data included fac- 
‘: tors such as prewar foreign trade, the relative size of the national 
” incomes and the monetary reserves of the member countries. On this 
y basis the U.S. quota was set at $2.75 billion. 
° Since 1944, the relevant magnitudes of the factors affecting the 
: balances of payments of the member countries have changed enor- 
. mously. There have been very large increases in national incomes, 
© in the volume and value of world trade, in price levels, and in mone- 
R tary reserves. With the increase in the value of trade and financial 
y transactions, the magnitudes of the fluctuations in foreign exchange 
: earnings and in reserves have also increased. 
In 1937, for example, as table 2 shows, total imports of the free 
8 world amounted to about $27 billion, compared with about $100 bil- 
lion at present. This great expansion in the total value of world 
. trade has resulted from the combined effects of the increase in prices 
1 since the war, and the larger volume of goods traded. Both factors 
a have been important. Along with this very large increase in the 
6 value of world trade, there has been a corresponding growth in various 
1 service transactions (such as tourist expenditures) and in capital 
movements between countries. 
, TABLE 2.—F ree world trade, 1937, and 1950 through 1958 
(Expressed in millions of U.S. dollars] 
s Calendar years Exports Imports Calendar years Exports Imports 
(f.0.b.) (c.i.t.) (fo.b.) | (eit) 
3 
3 94, 000 99, 000 74, 875 76, 569 
7 100, 484 107, 429 73, 891 80, 196 
3 93, 647 98, 206 76, 573 81, 399 
84, 317 88, 980 56, 690 59, 338 
: 77, 677 79, 608 24, 199 27, 275 
; Source: Based on international financial statistics. 
‘ The result has been that Fund quotas have shrunk greatly in rela- 
A tion to the pressures of foreign exchange reserves to which Fund 
3 members are subjected. Taking one simple measure, the percent of 
e quotas to total imports, the quotas of most members are less than 10 
, percent of their annual imports. In time of need a country finds that 
8 the temporary assistance it can hope to obtain from the Fund is 
scarcely equal to 1 month’s imports. This illustrates vividly the need 
y for increased quotas and larger total resources if the Fund is to be 
r able to meet large and sudden foreign exchange situations, and if 
; members are to regard their quotas as reasonably adequate second 
1 lines of reserves. 
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(Chart 1 is as follows:) 
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Secretary Anperson. The Fund’s holdings of gold and dollars and 
other useful currencies comprise a pool or reserve available to be used 
quickly when needed. The experience of the Fund, since its creation, 
has shown that the need for Fund assistance has fluctuated greatly 
over the years. On chart 1, you will see the volume of the Fund’s 
exchange transactions since it started operations. 

This chart also shows the rate at which resources were returned 
to the Fund. As repayments are made, the country whose currency 
has been used in the repayment takes back the cash in excess of the 
Fund’s working balances, in exchange for non-interest-bearing notes. 
Large amounts of dollars have flowed back to the U.S. Treasury in 
this way during periods when repayments in dollars have exceeded 
new drawings. 

When a member country requests assistance from the Fund, it buys 
a currency it needs for a relatively short period of time by selling its 
own currency to the Fund in exchange. For example, under the ar- 
rangement recently agreed to with Argentina, as that country needs 
dollars to meet a temporary foreign exchange deficit, it buys the 
dollars from the Fund and pays the equivalent in pesos to the Fund. 
The same procedure would be used to obtain, say, deutsche marks or 
sterling. This type of transaction is what is meant by a drawing on 
the Fund. The total of the Fund’s assets does not change, but the 
currency composition of the Fund does change with each transaction. 
Then after a period of time the country which has drawn from the 
Fund repurchases its own currency from the Fund, using gold or 
convertible currency for this purpose. In this way the Fund’s assets 
are restored to their original position. 
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If you will look at chart 1, you will see that in 1947 the Fund had 
exchange transactions of $468 million. The annual amount decreased 
in 1948 and 1949, and Fund transactions were relatively small in 
amount up to 1956. This was partly because the large requirements 
of postwar reconstruction were being met principally from other 
sources; and also because in the strong economic upsurge in the latter 
part of this period, Fund members as a whole did not need short-term 
assistance. 

Moreover, in the earlier years the Fund, as a new institution, pro- 
ceeded cautiously in working out policies on the use of its resources. 
In fact, if you will look at the dotted line on the chart, you will see 
that between 1950 and 1956, the member countries which had -previ- 
ously used the Fund’s assets had for the most part repurchased their 
currencies from the Fund. At the end of 1955, outstanding drawings 
on the Fund had been reduced to a total of $234 million. The out- 
standing amounts consisted mainly of drawings made in 1953 and 
1954 by Japan and various Latin American countries. 

Two developments account for the very great increase in use of 
Fund resources in the last 3 years. First, a period of acute exchange 
difficulties began late in 1956 with the Suez situation and culminated 
in the exchange crisis of May-September 1957, which led to very large 
demands on the Fund. In little more than a year, dollar drawings 
amounted to $1.6 billion, and standby commitments reached almost 
another billion dollars. Second, the Fund has been very active in 
assisting member countries to carry out stabilization programs. In 
these circumstances of severe exchange crisis and of monetary and 
exchange stabilization, the Fund has made its resources decisively 
available. The Fund’s resources were thus a vital element in sur- 
mounting major financial emergencies which would have had damag- 
ing effects on a worldwide basis if they had not been brought quickly 
to an end, and in supporting important efforts by countries to restore 
financial stability. 

Chart 1 shows that the Fund’s resources revolve. Its transactions 
are not long-term loans, which will be outstanding for many years. 
They are transactions which are reversed within a relatively short 
period of time. The quality of the resources is not impaired in this 

rocess, since repurchases are made in gold and convertible currencies. 

f the total drawings to date, the currency used has been mainly the 
dollar. There have also been substantial drawings of sterling and 
deutsche marks and small drawings of Canadian dollars, Belgian 
francs and Dutch guilders. Belgium, the Netherlands, and the 
United Kingdom, have been in the position of drawing dollars from 
the Fund at times when they needed dollars, but also at other times 
having their currencies drawn by other countries which needed them. 
The recently widened convertibility of major European currencies 
should facilitate drawings of these currencies. However, the Fund’s 
holdings of gold and U.S. dollars will continue to be the most essential 
elements in its operations. With gold the Fund can obtain any needed 
currency. Moreover, if a country with a major currency should en- 
counter foreign exchange difficulties, it would ordinarily draw dollars 
from the Fund to carry out support operations. 

The Fund must be in a liquid position if it is to operate satisfactorily 
as a second line of reserves for its members. This means that it must 
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have adequate amounts of dollars and other major currencies which 
members can draw to help surmount their foreign exchange difficulties, 
The members must have the assurance that under appropriate condi- 
tions they can covnt upon the Fund to come to their aid when they 
have balance of psyments deficits, or are undertaking important pro- 
s of financial and economic stabilization. It can never be pre- 
icted which country will need the Fund’s aid or precisely how much 
it will need. But the Fund must have adequate resources when help 
is needed, and be ready to act promptly. 


(Chart 2 is as follows :) 
Chart 2 
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Secretary Anperson. As shown in chart 2, at the end of 1958 the 
Fund’s gold and dollar resources amounted to $2.3 billion, against 
which there were standby commitments of $911 million. The net 
amount of $1.4 billion was small in relation to potential demands. As 
I have explained, the Fund’s resources were reduced to this level 
principally by the large drawings and standby commitments arising 
out of the exchange crises of 1956-57. 

At their present level, the Fund would not be in a position to meet 


a recurrence of a drain of that magnitude. But the Fund must be | 


able to cope with big demands, no matter how frequently or how 
unexpectedly they occur. 

In addition to making cash advances, the Fund enters into standby 
arrangements with members. These standby arrangements provide 
an assured line of credit, giving the country the right to draw up toa 
specified amount within a stated time, usually a year but sometimes 
6 months. Standby arrangements have been used to assist countries 
to maintain the par value of their currencies, or to undertake impor- 
tant financial reforms, such as the establishment of new exchange 
systems or the elimination of complex multiple currency practices. 
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An important example is the large standby arrangement presently 
outstanding in favor of the United Kingdom. Another is the one 
recently concluded with the Argentine Republic. The Fund at the 
end of 1958 had outstanding commitments amounting to $911 million 
under these standby arrangements. At times the fact that a country 
has a standby arrangement provides in itself sufficient reassurance, 
and there is no need actually to draw against it. For example, the 
United Kingdom has not drawn against its standby arrangement and 
the Netherlands did not draw throughout the life of the arrangement 
entered into in 1957. 

At a number of points I have mentioned that the Fund uses its 
resources to assist members to maintain or attain the objectives set 
forth in the articles of agreement—including stable and convertible 
currencies, freedom from restrictions on payments, and expanding 
world trade. To this end, countries seeking to draw on the Fund or 
enter into standby arrangements beyond the amount of the gold pay- 
ment must satisfy the Fund as to the policies and measures which are 
expected to restore or maintain internal and external stability. 

n some instances, for example where the country has need of assist- 
ance only to meet a seasonal exchange shortage, a simple reaffirmation 
of existing policies is sufficient. But in other cases, where the balance 
of payments difliculties are large and persistent and arise from sub- 
stantial imbalance in the domestic economy usually reflected in severe 
inflation, what is needed is a comprehensive stabilization program, 
including action in the fiscal, credit, and exchange fields. The Fund 
consults closely with any member which requests its advice in working 
out such a program. If an adequate program is developed and the 
member assures the Fund that it will be carried out, the Fund will 
make its resources available through a drawing or a standby arrange- 
ment or both. 

In some instances, U.S. banks and agencies of the U.S. Government 
have joined in assisting the stabilization effort as have also the Organ- 
ization for European Economic Cooperation and some European 
governments. Many examples of this work of the Fund could be 

cited, including Argentina, Brazil, Chile, France, Haiti, Paraguay, 
and Turkey. 

These stabilization programs are diflicult and complex efforts. The 
Fund, as an international institution, is able to bring to bear a degree 
of objective judgment and to insist on rigorous corrective measures 
in a way which no government could successfully attempt in advising 
another government. The Fund keeps the programs under close re- 
view and consults with the member country as to the progress being 
made. They have not all been carried out to the full extent of the 
original plan. But even the least successful have had beneficial re- 
sults. In my view, these stabilization activities are one of the most 
important and beneficial parts of the Fund’s work. 

The large and important financial operations of the Fund in the 
past few years have made it clear that consideration should be given 
as to the adequacy of Fund resources to meet foreign exchange emer- 

encies and other demands in the future. It was this situation which 
ed the President last August to direct me to propose to the Board of 
Governors of the Fund— 


that prompt consideration be given to the advisability of a general increase in 
the quotas assigned to the member governments. 
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In October, I introduced a resolution at the New Delhi meeting of 
the Governors calling on the Executive Directors to study and report 
on this question, and the resolution was unanimously adopted. The 
Directors did so and on December 21, 1958, submitted their report to 
the Governors accompanied by appropriate resolutions. Copies of 
this report have been supplied to the members of this committee. On 
the closing date for voting, Governors with 99 percent of voting 
power had approved the resolutions. 

The resolutions proposed by the Fund for action by the governments 
can be summarized very briefly. It is proposed to increase the quotas 
of most countries by 50 percent. This would increase the United 
States quota by $1.375 billion from $2.75 billion to $4.125 billion. 
Very small quotas will be adjusted to bring them up to a reasonable 
level. The quotas of three countries—Canada, Germany, and Japan— 
will be increased substantially more than 50 percent. I am sure you 
will agree that the willingness of these three countries to make this 
relatively larger contribution to the Fund’s resources is a vivid 
evidence of the importance which members attach to the role of the 
Fund. Deutschemarks and Canadian dollars have been among the 
currencies which Fund members have drawn. 

Every country will be  — to pay 25 percent of its increase 
in quota to the Fund in gold. This means that while the increase in 
the quota of a country gives it additional drawing privileges on the 
Fund, each country is also required to add proportionately to the 
Fund’s gold reserve. 

The United States will pay $344 million in gold and the other mem- 
bers as a group will pay a total of about $900 million. Gold is the 
basic and most liquid resource of the Fund. The Fund has sold gold 
to the United States to obtain dollars in the past and it will un- 
doubtedly do so again when conditions warrant. Similarly, with gold 
the Fund can buy sterling or marks or any other currency when its 
holdings of the currency are low. The Fund is an international 
cooperative effort; other countries will make their payments to the 
Fund and in the aggregate these will be large. 

The increase in Fund quotas will be effective only as the member 
countries increase their subscriptions to the Bank. This will main- 
tain the parallelism between the Fund and the Bank which has 
existed since their foundation, each institution working in its own 
field and the two aiming at a prosperous and expanding economy for 
the free world. 

I should make clear that the proposed increase in the quota of the 
United States does not mean that the Fund will spend these new re- 
sources at once. The United States will pay one-fourth of its quota 
increase in gold, but the balance will be held in non-interest-bearing 
demand notes, which will not represent a cost to the United States 
until such time as the Fund cashes them. Moreover, when the Fund’s 
holdings of dollars increase as a result of repayments, the Fund 
returns cash to the U.S. Treasury and takes new notes. In this way, 
the cost of our participation in the Fund is kept to the minimum, as 
required by the Bretton Woods Agreements Act. As I mentioned 
earlier, there have been a number of years in which the Fund re- 
turned more dollars to the U.S. Treasury than it took out for new 
drawings. 
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This concludes my discussion of the Fund. The bill before you 
proposes to authorize me, as U.S. Governor for the Fund, to consent 
to an increase of 50 percent in the quota of the United States, and 
it makes financial provision for this increase through a public debt 
transaction in the same way as the original Bretton Woods Agree- 
ments Act did. In my opinion it is essential that the Fund should 
have these enlarged resources promptly. 


INTERNATIONAL BANK 


I turn now to the proposed increase in the capital of the Interna- 
tional Bank and in the U.S. subscription to the capital. The mem- 
bers of the committee, I am sure, are generally familiar with the work 
of the Bank. Its function is less complex than that of the Interna- 
tional Monetary Fund. The Bank advises member countries in the 
field of economic development, and makes long-term loans to finance 
such development. The reconstruction phase of the Bank’s activities 
ended a few years after its organization. In this period the Bank 
made important loans to assist reconstruction in France, Denmark, 


| Luxembourg, and the Netherlands. Since that time, it has devoted 


its loans entirely to economic development. Chart 3 shows commit- 
ments and disbursements by years. ‘The Bank has made a few loans 
to European countries for special purposes, such as the economic de- 
velopment of southern Italy and the construction of powerplants in 
Austria. But the bulk of its loans have been for development pur- 
poses in Asia, Africa, and Latin America. 

(Chart 3 is as follows :) 
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Secretary ANnprerson. The largest single item for which the Bank 
has aisaide' Loans is the construction of electric powerplants and the 
distribution of electrical energy. This single purpose accounts for 
about one-third of the development loans. About another third has 
been loaned for the improvement of transportation facilities, ports, 
harbors, railways, and highways. The balance of the loans have been 
made for various industrial projects and agricultural reclamation and 
improvement purposes. The Bank’s activities are worldwide. It has 
made over 200 separate loans amounting to $4.3 billion in the course 
of its 12 years of activity, and these loans have gone to 49 different 
countries. 

The Bank lends only to member countries, or with the guarantee 
of member countries. When it lends to private business, the loan 
must be guaranteed by the Government of the country in which the 
project is located. Each loan follows a period of intense study, engi- 
neering examination, and negotiation. The loans which the Bank 
has made have been sound and the Bank has had no defaults. We be- 
lieve that the Bank’s activities are important for the basic objective 
of the United States in assisting the economic development of the 
Jess-developed countries. 

The Bank also gives extensive technical services to its members, 
assisting them in the formulation of projects and the direction of their 
capital investments into appropriate channels. These technical serv- 
ices are performed in several ways, notably by sending well-planned 
technical missions to the member country to survey the entire economy. 
These surveys are an important guide to the Bank’s lending activities. 

The Bank obtains most of the funds for its loans from the paid-in 
capital subscriptions of its members and the sale of its own bonds to 
investors. The uncalled capital comprises a guarantee fund which is 
the indispensable backing for the Bank’s bonds. I shall have to go 
into the financial structure of the Bank in some detail to make clear 
exactly what is proposed in the bill before you, which would give the 
consent of the United States to an increase in its subscription and an 
—* in the total capital of the Bank, so as to enlarge the guarantee 

und, 

The Bank’s capital is divided into three parts. The first part, 2 per- 
cent of every member’s subscription, must be paid to the Bank in dol- 
lars at the time the country joins the Bank. The second part, 18 per- 
cent, is paid in by members in their own currencies and may be used 
by the Bank only with the consent of the member and under the con- 
ditions specified oo it. The third part, 80 percent of the capital, com- 
prises the uncalled capital or guarantee fund. It may be called by 
the Bank only to meet its obligations on securities which it has issued 
or age which it has given. 

‘he 2 percent and the 18 percent of capital are available for the 
Bank’s operations. Up to date, the Bank has used the entire 2 per- 
cent and approximately $1 billion out of a total of $1.7 billion of the 
18 percent subscribed capital. Member countries have agreed to make 
available to the Bank an additional $260 million within the next few 


years. About $450 million of the 18 percent capital remains to be | 


released by various member countries, almost all of which are im- 
porters of capital. 
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The bulk of the Bank’s funds for financing its operations has 
come not from its own capital but from the sale of securities to in- 
vestors in the United States and abroad. It now has outstanding in 
bond issues $1.8 billion, of which $1.5 billion are denominated in 
dollars and the balance in Swiss frances, deutsche marks, Canadian 
dollars, Netherlands guilders and sterling. The bonds denominated 
in dollars have not been all sold to American investors. Some short- 
term issues have been sold entirely outside of the United States to 
foreign investors, largely central banks, which have used the Bank’s 
bonds as a form of dollar investment of their monetary reserves. 
Moreover, foreign private investors have purchased the Bank’s bonds 
for ordinary investment purposes, in the same way as have American 
investors. The Bank estimates that approximately 60 percent of its 
bond financing has come from American investors and the balance 
from abroad. 

Investors have recognized that the Bank has operated prudently 
and that its loans have been sound. This has done much to establish 
the high quality of the Bank’s bonds. However, the ability of the 
Bank to sell its bonds to institutional and individual investors de- 
pends in large part on the fact that back of the Bank’s own assets 
is the contingent liability of the member governments to meet the 
obligations of the Bank through possible calls on the uncalled 80 
percent portion of the capital. In other words, this 80 percent por- 
tion of the Bank’s capital constitutes a guarantee undertaken jointly 
and severally by all the member governments to supply dollars or 
other currencies needed to meet the Bank’s obligations in the unlikely 
event that the Bank cannot meet these obligations from its own 
sources. There has been no call on the 80 percent capital, and there 
is little likelihood of a call unless there should be a drastic deteriora- 
tion of the international financial situation. 

In accordance with its articles of agreement, the Bank has since 
the beginning of its operations charged a special commission of 1 
percent on all loans. The money obtained from these commissions 
has been placed in a special reserve and invested in U.S. Government 
securities. This fund now amounts to $121 million. The Bank has 
also followed the policy, concurred in by the Governors, of adding 
its annual net earnings to a supplemental reserve against losses and 
this supplemental reserve is $260 million. The reserve policy which 
has been followed gives added reason for believing that the Bank will 
not have to call up additional capital to meet its obligations. 

Why under these circumstances are we requesting the Congress to 
approve an increase in the Bank’s capital and an increase in the U.S. 
subscription? The answer is that only through these increases can 
the Bank continue issuing the dollar bonds which will provide funds 
for large-scale lending operations. 

The maximum contingent liability of the United States under the 
Bank’s articles is at present $2.54 billion. As I mentioned, against 
this the Bank has outstanding a funded debt of $1.8 billion. Cur- 
rently, the Bank is lending at a rate of $700 to $800 million a year. Its 
borrowings in the last year amounted to $650 million, as chart 4 shows, 
and may reach a larger amount in coming years. 


87657— 59 -3 
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(Chart 4 is as follows:) 
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Secretary ANnprerson. Continuation of the Bank’s lending at its 
present rate can be successfully carried out only if more and more 
investors can be convinced that the bonds of the Bank are and will 
continue to be of the highest quality. In the judgment of the manage- 
ment of the Bank, most of the U.S. institutional investors and many 
of the non-U.S. investors in the Bank’s dollar securities have been 
willing to take up, at reasonable rates of interest, the increasingly 
large and frequent offerings of the Bank’s bonds chiefly because the 
bonds have the backing of the $2.54 billion representing the uncalled 
80 percent portion of the U.S. subscription. 

At the current rate of lending and borrowing the Bank within the 
next 2 years will reach the limit of the U.S. guarantee. As the amount 
of funded debt of the Bank approaches this point, the Bank is likely 
to find increasing hesitancy on the part of the market to take up its 
new issues of bonds. Some investors are already expressing concern 
over the relatively small remaining margin of the guarantee fund. 
The increase in the Bank’s capital recommended by the Directors of 
the Bank will give renewed assurance to investors that the Bank’s 
bonds are and will continue to be of the highest quality, and should 
provide the basis for continued favorable reception of the Bank’s 
securities. This is the reason that we propose an increase in our 
subscription to the Bank along with an increase in the subscriptions 
of the other member countries. 

The proposal which the Board of Governors of the Bank has ap- 
proved by unanimous vote consists of two basic parts, The first is 
to increase the total authorized capital of the Bank to $21 billion. The 
second is to increase the subscriptions of the present members by 





ficu 
incr 








a > 





re 
ill 
re- 
ny 
en 
ly 
he 


he 
int 
oly 
its 
rm 
id, 
of 


iuld 
k’s 


ms 


up- 
1s 
‘he 
by 





BRETTON WOODS AGREEMENTS ACT 15 


100 percent. ‘The increase in the capital to $21 billion will provide 
shares for the increased subscriptions and also provide about $1 bil- 
lion of shares to take « are of the admission of new members and ad- 
justments in the subscriptions of various members which may be made 
from time to time in the future, The 100-percent increase in the 
subscriptions will more than double the security behind the Bank’s 
bonds. The proposal provides that the Bank will not call up any part 
of the increased capital subscriptions unless it is necessary to meet ob- 
ligations of the Bank, which as I have already indicated is a very 
remote contingency. f 

Unlike the original subscriptions to the Bank, the first 20 percent of 
the additional c: pital will not be called up for use in the Bank’s opera- 
tions, but will simply be added to the contingent obligations of the 
members in the form of subscribed but uncalled capital. In this 
way, there will be no cash expenditure required of the U.S. Govern- 
ment or other member countries. The United States will be increasing 
its contingent liability by $3.175 billion, 

There are two other features of the proposal which should be men- 
tioned. While the general increase in capital is 100 percent, the capi- 
tal subscriptions of Germany, Canada, and Japan are to be increased 
in larger proportions. This corresponds to the special increases pro- 
posed for the quotas of these countries in the fund. ‘Their additional 
capital subscriptions will raise the liability of these three countries to 
an amount more in line with their current standing in the world 
economy. Secondly, the increase in capital subscriptions is not to be 
effective unless at least $7 billion of new capital is subscribed. In other 
words, the proposed greater contingent obligation of the United States 
to the Bank will become effective only if the members holding the bulk 
of the stock enlarge their liability at least proportionally. 

The Bretton Woods Agreements Act provides that the Governor for 
the United States may not vote for an increase in the Bank’s capital 
without the authorization of Congress, and the United States sub- 
scription also cannot be increased without congressional action. The 
bill proposes to authorize me, as Governor for the United States, to 
agree to an increase in the Bank’s capital to $21 billion and an increase 
of 100 percent in the U.S. capital subscription, As I have already 
noted, this does not call for any cash expenditure by the United 
States. It does not mean that the Treasury will have to issue any ad- 
ditional securities. We have had authority on the books for 12 years 
to issue ‘Treasury securities if needed to meet our contingent obliga- 
tions to the Bank. We have not had to use that authority, and we do 
not expect to use the authority to be given by the bill before you. 

I believe that in the interests of the U.S. foreign economic policy, 
we should give this additional assurance to the investors who purchase 
the bank’s : securities, so as to enable it to continue its great work of 
financing the economic growth of the less developed countries of the 
free world. 

With these increases in our subscription to the Bank and our quota 
in the Fund, we will be making an important contribution to the 
economic well-being of the entire free world. The enlarged resources 
of the Fund should enable it to deal with the foreign exchange dif- 
ficulties and emergencies which may arise in the coming years. The 
increase in the capital of the Bank will enable it to continue to finance 
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its lending operations through the sale of its bonds to American and 
other investors. These 2 institutions have amply demonstrated over 
the last 12 years that they can and do prudently and efficiently use the 
resources entrusted to them to advance the economic development of 
the less industrialized areas and to promote and maintain sound inter- 
national exchange and financial policies. 

_ The United States has played a leading role in the Bank and Fund 
since their inception. Other members are looking to us for early 
action in this move to strengthen the financial resources of these two 
institutions. In his message to the Congress, President Eisenhower 
pointed out that there was real urgency for prompt action. I would 
also emphasize that it is most important for the U.S. Government to 
maintain the posture of leadership which it now occupies in con- 
nection with these proposals which are designed to insure further 
progress toward realizing a better life for the peoples of the free 
world. 

It is my earnest hope that the Congress will promptly authorize 
the proposed increase in the capital of the Bank and in the U.S. sub- 
scription in the Bank and quota in the Fund. 

The CuarrMan. Thank you, Mr. Secretary, for your excellent state- 
ment, 

What losses have the Fund and the Bank sustained ? 

Secretary Anperson. The Bank has sustained no defaults, and as 
you noted from the chart concerning the Fund, most of the obligations 
to the Fund arising more than 3 years ago have been repaid. We do 
not anticipate losses in repayment of the few drawings that have been 
outstanding for more than 3 years. 

The Cuatrman. Are any of the nations delinquent in the repayment 
of their withdrawals from the Fund ? 

Mr. Sournarp. We have none that are delinquent, Mr. Chairman. 
There are two or three cases where the Fund has given some extension, 
but that is by agreement and there are none that are delinquent. You 
can see in the table in the statement that a total of roughly $1,700 
million is outstanding. The total amount which has been outstand- 
ing for more than 3 years is only $47 million of the $1,700 million. 
On the whole the Fund expects to operate on a 5-year maximum period. 
Almost none extend beyond that period. 

The CHarrman. In our subscription to the Fund we will pay 25 
percent in gold? 

Secretary Anperson. Yes, sir. 

The CHamman. And the balance in the currency of the country. 
But that will not actually be paid in, will it? It will be obligations, 
non-interest-paying obligations of the governments ? 

Secretary ANperson. Non-interest-bearing notes; yes, sir. 

The Cuamman. And the actual payment into the Bank will be 2 
percent in gold, 18 percent in the currency of the country, and the 
balance in non-interest-bearing obligations ¢ 

Secretary Anperson. No, Mr. Chairman, that is the way the origi- 
nal Bretton Woods Agreement was set up. Under the new proposal, 
all of the 100-percent increase will go into callable capital and will 
be used only as ain additional guarantee in the event there should ever 
be a default on the obligations of the Bank. 

There will be no payments in gold, there will be no payments in the 
currency of the country. 
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The CuairmMan. Entirely guaranteed ? 

Secretary ANpERSON. Yes, sir. 

The Cuairman, Are we the first nation to take action on these 
proposals ¢ ' 

Secretary Anperson. There have been two readings in the Parlia- 
ment of Great Britain; I am not aware of other specific legislative 
action going on at the present time. 

The Cuamman, It will be effective when 75 percent of the mem- 
bers approve it / 

Mr. Sournarp. In the case of the Fund it will be effective when 
countries having 75 percent of the present quotas participate, and 
when about 74 percent of outstanding capital has been subscribed in 
the Bank. 

The Cuatrman. I am not going to call the committee on the 5- 
minute rule. If the members have any questions they may ask for 
recognition. 

Mr. Brown. Mr. Chairman, I would like to ask a question. 

The Cuamman. Mr. Brown. 

Mr. Brown. Mr. Secretary, I would like to congratulate you on 
your excellent statement. 

This legislation involves no change in the method of operating the 
Fund, and no change in its policies, is that correct ? 

Secretary ANvexson. That is correct, sir. 

Mr. Brown. It only authorizes the U.S. Government to agree to an 
increase in the Bank’s capital, and an increase in our subscription ? 

Secretary Anperson. That is correct, and it authorizes an increase 
of 50 percent in our quota to the Monetary Fund. 

Mr. Brown. Boiled down, that is all there is in the bill ? 

Secretary ANperson. That is correct. 

Mr. Brown. That is all. 

Mr. Wipnauu. Mr, Chairman. 

The CHatrman. Mr. Widnall. 

Mr, Winona. Mr. Secretary, we want to thank you for the fine 
statement you have made and the clear delineation of the activities 
of these two very important international funds. 

What effect will this have on the budget of the United States? 

Secretary Anperson. There will be no budgetary effect, so far as the 
International Bank is concerned. It will all go into an additional 
guarantee. 

So far as the Fund is concerned, it will have the budgetary effect 
of $1,375 million. One-fourth of this amount, about. $344 million, 
will be paid into the Fund in the form of gold. The remaining por- 
tion, or three-quarters of the increase, will be held by the Interna- 
tional Monetary Fund in the form of non-interest-bearing notes, 
until such time as there may be a requirement for dollars. 

When that requirement for dollars would arise, the Fund would 
bring the notes to us, and we would issue the dollars. When the 
dollars were returned to the Fund, it would return the dollars to the 
Treasury, and we would reissue non-interest-bearing notes. 

Mr. Wrwnatt. With respect to the International oa null Fund, 


when would the passage of the $344 million in gold, to that Fund, 
from the United States, take effect in our budget ? 

Secretary Anperson. We are asking for authorization in this bill 
to pay over the amount at any time that it becomes appropriate. 
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Mr. Wipnat. Is this completely shown in the 1960 proposed 
budget of the President? 
Secretary Anprrson. This is in the 1959 budget, supplemental 
appropriation. 
Mr. Wipna.t. So that actually, to become effective, and affect the 
1959 budget, the other countries would have to subscribe during that 
eriod ? 
r Secretary Anverson. No, sir. If you authorize the payments, we 
will make an immediate payment of the gold to the Fund, and we 
will make immediate payment of the non-interest-bearing notes. This 
gold payment, and the non-interest-bearing notes, will not be used 

y the Fund until 75 percent of the other voting members have agreed 
to their subscriptions. 

Mr. Winatt. Actually, the $344 million is an investment of the 
United States in the Fund, and not actually an outright grant that 
will never come back to the United States? 

Secretary Anperson. Well, it is a contribution in gold to the Fund. 
It does not revolve, as do the non-interest-bearing notes. The gold 
will be held by the Fund to purchase dollars or any other currencies 
which may be required. 

From time to time in the past the Fund has purchased U.S. dollars. 
I am sure that it will purchase more dollars in the future, as needed. 

Now, so far as the non-interest-bearing notes are concerned, they 
flow in and out of the International Monetary Fund and the Treasury 
in response to the requirements of the Fund for dollars and repay- 
ments of dollars to the Fund. 

Mr. Wipnati. During the 12 years of operation of both funds, has 
there been any change in the objectives pursued by either organization? 

Secretary Anperson. The only change that I recall immediately is 
that, so far as the Bank is concerned, it made some loans for recon- 
struction purposes in Europe. That phase of its lending operations 
is now past and all of its loans are made for development. 

There have been no changes in the policies of the International 
Monetary Fund. 

Mr. Wipnaty. With respect to the activities of the International 
Bank for Reconstruction and Development, as a result of many of 
those loans, isn’t American business benefiting ? 

Secretary Anpverson. Yes, sir, I think so. Undoubtedly. This is 
in the interest of complete—— 

Mr. Wipnatt. Is there anything on record that would show the 
amount of business which comes to the United States, providing 
employment, and also a profit to businessmen ? 

Secretary Anperson. Yes, sir; I can get such information for you. 

I would be glad to insert in the record, in the interest of conserving 
time, if agreeable to the chairman and the committee, a table show- 
ing the expenditures of the International Bank loan funds, through 
June 30, 1958, which shows the imports from the United States and 
various other countries. 

Mr. Wwwnatt. Mr. Chairman, I ask leave to have that inserted in 
the record at this point. 


Secretary Anperson. I might just indicate one figure here, through | 
June 30, 1958, disbursed by borrowers for imports from the United | 


States was $1,342,700,000. ;, . : 
The Cuarrman. It may be put in the record at this point. 
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(The data referred to is as follows :) 


Expenditurcs of International Bank loan funds, through June 30, 1958 


[Expressed in millions of U.S. dollars] 


——————— _ —————————— 























Cumulative | | - . Cumulative 
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Disbursed by borrowers | | | | | 
p forimports from— | | | | | 
United States- | 1,342.7 | 56.5 | 142.8 | 38.8 102. 7 44.3 114.9 | 50.5 982.3 63. 3 
Canada-. - - a 120.7 | 5.1 A237 UT 1401 611° “ROT 20 86.5] 5.6 
United Kingdom -.-_- | 296. 3 | 12.5 | 69.4 | 18.8 | 25.3 | 11.0 | 30.0 | 13.2 171.6 11.1 
Germany : 201.3; 8.5 63.3 | 17.2 43.1 | 18.7 | 32.0 | 14.1 62.9 4.1 
France | 61.5] 2.6] 4.3| 1.2 8.0] 3.4} 7.5) 3.3 41.7] 2.7 
Belgium | 80.8 3.4 | 10.7 2.9 | 6.4] 2.7] 6.5 2.9 57.2 3.7 
Switzerland | 46.6] 1.9] 47| 1.3 | 4.4] 1.9| 5.3] 2.3 $2.2) 2.1 
Italy cu 45.9] 1.9) 21.4] 5.8) 6.9 | 3.0 | 381 147 13.8 9 
Japan | 36.0] 1.5 2.6| 80] 5.2] 22 . 7. ae Py .0 
Other countries _ - | 146.1] 6.1 18.1] 4.9 | 15.6 | 6.7 | 11.0} 48 101.4 6.5 
Other disbursements !-._| | 416.8 | 130.2 j.... 100.8 |-.---- | a ee vo | on 








1 These include disbursements on loans in which the funds are used for local expenditures or for broad 
development programs in which the items imported with Bank funds are not specified. 


Source: International Bank. 


Mr. Wipnaww. Thank you, Mr. Chairman. 

Mr. Muurer. Mr. Chairman. 

The CrarrmMan. Mr. Multer. 

Mr. Mutrer. Mr. Secretary, I have long been an advocate of the 
programs of both the Fund and the Bank, and I trust that none of 
the questions I ask will be construed as intimating a change in 
position. 

I too appreciate the very fine statement which you have made. 

Now, with reference to the $344 million in gold that would be paid 
in as a result of the enactment of this bill, assuming that this bill is 
enacted, that money will not come back to the United States, no part 
of it, unless and until, or if the Bank should be finally liquidated, is 
that right ? 

Secretary ANperson. The Fund,sir. Yes, sir. 

Mr. Mourer. That is right. It is capital that is allocated for that 
purpose ¢ 

Secretary Anperson. It could come back to us if they purchased 
dollars with gold. 

Mr. Mutter. Yes, sir; and when they call for more dollars, of 
course, then the dollars go back again / 

Secretary ANprERsON. Well, if they needed other currencies, gold 
would also be used to purchase other currencies. But the gold would 
not go back to the Fund, once it was sold to purchase dollars. 

Mr. Mutrer. The important point, I think, about it, is—I think 
this is the point Mr. Widnall had in mind—that the $344 million in 
gold, when paid in, must be reflected on the debit side of our budget. 

Secretary ANperson. That is correct, sir. 

The whole $1,375 million isa budgetary item. 

Mr. Mutter. That was to be my next question. The entire sum of 
both the gold paid in and the non-interest-bearing notes that are 
issued will all be reflected on the debit side of the budget. 
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Secretary Anperson. Yes, sir; in order to visualize the thing, here 
is what it would amount to. We would take over to the Fund $344 
million worth of gold and we would the same day take over to the 
Fund the remaining three-quarters in U.S. dollars. 

Now, the Fund, not having an immediate need for the U.S. dollars, 
would buy from the Treasury non-interest-bearing notes. 

Mr. Muurer. Yes, sir. 

Secretary Anprrson. So that, almost simultaneously, the Fund 
would be holding non-interest-bearing notes, but they would retain 
the gold. 

Mr. Mutrer. But the notes are firm, binding obligations on our 
Government. 

Secretary ANpErson. They are, indeed. 

Mr. Muurer. To the same extent as when you issue Treasury notes, 
Treasury bills, and bonds of the U.S. Government. 

Secretary Anperson. The only difference is that these are non- 
interest bearing and that other securities we issue bear interest. 

Mr. Muurer. That is quite right. 

Has this total sum, which is called for by these bills, been taken 
into account in presenting the budget to the Congress this year? 

Secretary Anperson. It is pr oposed that the increases in the Mone- 
tary Fund be made immediately, be paid over to the Fund immedi- 
ately and be included in the 1959 budget. 

Now, I would like to comment on that point, if I may 

It is true that at the end of 1958, the Fund had substantial unused 
resources; if you take the gold, the United States and Canadian 
dollars, the German mar ks, at the end of December it had $2.7 billion. 
However, at that time there were standby commitments of $900 mil- 
lion, which reduced the amount available for additional drawings, 

* additional standby arrangements, to $1,800 million. 

Now, at the same time, the members countries had drawing rights, 
within the gold tranche or portion of the quota, which is almost an 
inherent right on their part, and within the first credit tranche, total- 
ing $1.1 billion. So that this meant that there was rem: Lining to meet 
other unforeseen demands, only $700 million. 

Now, I think it should be kept in mind that the Fund represents a 
pooling of reserves, and that the confidence of the member countries 
in the capacity of the Fund to meet emergency demands is weakened 
if the members must feel that the Fund’s resources could be easily 
exhausted if a considerable number of members all came in and asked 
for assistance at the same time. 

We just don’t believe, as a matter of prudent management, that it 
would be wise for the Fund’s reserves in dollars and gold to fall below 
a billion dollars or really something above a billion dollars. 

One other thing I think is to be taken into account, and that is that 
the extension of the convertibility of sterling and German marks and 
other currencies which occurred in December of last year, may make— 
and I think does make—those other currencies more useful to the 
Fund, and it may well be that there will be larger drawings in that 
area than there have been in the past. 

However, certainly the gold and the U.S. dollars are still the prin- 
cipal resource in times of emergency, and if you look back, Mr. Multer, 
to just 1956 and 1957, the demand for Fund assistance centering on 





the U.S. dollar, created largely by the Suez situation, was $1.7 billion. | 
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I think it is important also that we have a sufficient amount of 
resources that we do not create such a feeling of inadequacy that a 
great many of the countries may come in and demand drawings at 
the same time, which we would call something like a run on the Fund. 

Finally I should like to say this: The United States, in my judg- 
ment, is looked to by the free world to accept a very important role 
of leadership. This is a role of leadership not only in affairs of 
defense and that sort of thing, but is a role of leadership in financial 
matters. 

I think it is notable that after the executive board, on December 
91 of this last year, recommended the increases, within 30 days, 100 
percent of all the countries had approved the proposal to increase 
the resources of the Bank, and 99 percent of all the countries had 
approved the increase in the Fund quotas. 

It seems to me of very great importance, therefore, that, having 
said to these countries that we want to create an adequate supply of 
capital both in the long and the short range, we should move deter- 
minedly and rapidly to say to those countries, “Here is our own agree- 
ment; here are our commitments of funds.” I believe that if we do 
so, the other countries will move much more rapidly. 

Mr. Mutter. Mr. Secretary, I am in complete agreement with you. 
What. bothers me is that the President sends up a message asking for a 
certain amount of new housing for our country. That is a domestic 
problem. He sends up another message asking for this authorization 
for foreign aid; even though we gain from the foreign aid as we build 
up the rest of the country, we certainly prosper too as a result of that— 
then we get an attack on the housing bill to the effect that we can’t 
afford to spend the money authorized in the housing bill. At the same 
time we are told we can afford this money and this authorization for 
this foreign aid program. Or let’s call it an international aid program. 
T don’t agree that we can’t do both, and I think it is unfair for the 
administration, and for the President to send up such messages, and 
then indicate that we can’t afford to do both. I am afraid you will 
find that. when bills like this get to the floor, many Members are going 
to say, “If we can’t take care of both, let’s take care of our own first, 
and if there is any surplus let’s take care of the rest.” 

What is the present estimate of what your deficit will be in this fiscal 
year ¢ 

Secretary Anperson. Something over $13 billion. I don’t have the 
precise figure. 

Mr. Mutrer. That is sufficient for my purposes, Mr. Secretary. Are 
the amounts authorized by these two bills included within that deficit 
estimate ¢ 

Secretary Anperson. They are. 

Mr. Muurrr. To what extent, if any, have the authorizations recom- 
mended by the President for housing been included within that deficit 
figure, that estimate of deficit ? 

Secretary Anperson. I think that the housing bills that the Con- 
gressman refers to would be charges against the 1960 budget, and 
therefore would be charged against that budget rather than against the 
previous deficit. 

Mr. Muurer. I see. Would it be possible for you to indicate to us 
what countries are within that 1 percent that did not approve the 
proposed Fund increase ? 

59——4 
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Mr. SoutrHarp. One country, Jordan, we think was under a mis- 
apprehension. They thought that if they voted for the Fund i increase 
it meant they were committing themselves to take their own increase 
subsequently and they didn’t know whether they could. So they voted 
for the Bank increase where they had to make no payment, and were a 
little reluctant to vote for the Fund. 

Mr. Mutter. Do any of the Iron Curtain countries participate in 
the Fund ? 

Secretary Anprrson. No, sir. 

Mr. Mutter. On page 6, Mr. Secretary, you indicate, in table 2, 
figures for 1937 and from 1950 to 1958. ‘The’ Bank was set up in 1945, 
T wonder if you could add to that table the figures for 1946. 

Secretary AnpeRson. Yes, sir. 

Mr. Murer. May they be added to the record when supplied, Mr. 
Chairman. 

The CuamMan. Without objection. 

(The information requested above is as follows :) 








Calendar year Exports Imports 
(f.0.b.) (c.i.f.) 
ee aT ee eee ese Lee eee ee eee Pe ee Db bmirenShbikiguotbns posdbepeosdeens 33, 846 37, 441 





The Cuarman. Are there further questions? 

Mr. Mo rer. I yield the witness at this time, Mr. Chairman. 

The CHatrman. Mr. Secretary, what effect do you think the crea- 
tion of the organization under the Bretton Woods Agreement Act had 
on international relations in the world. We have now 68 members in 
this organization. That is practically all of the free nations of the 
world, is it not ? 

Secretary Anperson. That is correct, sir. 

The Cuarmman. What effect do you think meeting in these confer- 
ences that we have, sitting around the table, and discussing their prob- 
lems in a spirit of good ‘will and helpfulness, has had upon the rela- 
tions of the nations of the world? Has it been conducive to the main- 
tenance of peace? I know you can’t very well evaluate just what it 
has done, but hasn’t it had a great effect upon the good will of the 
people of the world? 

Secretary Anperson. Mr. Chairman, I believe that the effect of both 
the International Bank and the Monetary Fund has indeed been most 
salutary. 

Here is an effort, undertaken not just by the United States, or not 
just by a few countries, but as the chairman has indicated, by a great 
many countries in the free world, all of whom have contributed to the 
capital, both in terms of gold and dollars and in terms of their own 
currencies. 

I am sure that we would have had financial crises that would have 
caused far greater difficulty, had we not had the fund, for example, 
standing as a line of secondary reserves, bolstering the confidence of 
countries when they undertake difficult problems of eliminating mul- 
tiple exchange rates, or undertake some kind of fiscal or economic re- 
form. 

I think one need look no further back than the crisis which existed 
during 1956 and 1957, to see ample evidence of this fact. 
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And then as I pointed out in my statement, there are certain lim- 
itations beyond which one country, however honestly, and however in 
good faith might propose to act, can go in meeting the request of other 
countries to give sound financial advice. It gets to be a problem im- 
pinging upon sovereignty. 

Where we have a community of all of the countries contributing to 
the International Monetary Fund, as they do, the fund, with a great 
deal of objectiveness, when the other countries request it, can go in and 
advise on a whole range of economic, fiscal and monetary policies, and 
be very helpful indeed. 

I think also that the World Bank, now that it has fulfilled its role 
so far as a reconstruction institution is concerned, is to be regarded 
as one of the great sources of strength in trying to develop electrical 
systems, ports, highways, railways, to be an adjunct to private busi- 
ness, to do all sorts of things which give hope and purpose for an in- 
crease in the standard of living in the countries around the world. I 
could mention a great deal more but in order to conserve the com- 
mittee’s time I will not do so. 

The Cuarrman. I was a delegate to the Bretton Woods Confer- 
ence, and I have always thought that that was one of the most im- 
portant things accomplished. I know, in honest business relations be- 
tween men, that strong friendships are created, and I think the same 
thing applies to nations. We don’t want anything that they have, but 
it is a question of mutual helpfulness and sound advice, and I am 
sure that produces as much friendship as can be produced amongst na- 
tions. I don’t know how much that is, but certainly, a man won’t 
want to go out and attempt to exterminate the man with whom he has 
had friendly business relations. 

Are there further questions ? 

Mr. Kinpurn. May I ask a brief question ? 

The Cuatrman. Mr. Kilburn. 

Mr. Kitpurn. Has the United States ever borrowed from the Fund? 

Secretary ANpERSON. No, sir. 

Mr. Kitpurn. Has it every borrowed from the Bank? 

Secretary ANDERSON. No, sir. 

Mr. Kitsurn. You spoke here about reserves. You set up a 1 per- 
cent reserve, you say ? 

Secretary ANpERSoN. The Bank, when it makes a loan, has a 1 per- 
cent charge which it puts into a special reserve. 

Mr. Kirpurn. That is like the surplus of an ordinary bank, is that 
right ? 

Secretary Anperson. That would be the same thing. 

Mr. Kirpurn. Is that growing all the time ? 

Secretary Anprrson. It is now $123 million and is growing all the 
time. 

Mr. Kirscurn. What about the Fund ? 

Secretary ANperson. Well, before we get to the Fund let me say 
also that the Bank, in addition, has a reserve which comes out of its 
earnings, and it is about $260 million. The Fund’s reserves are about 
$25 million. 

Mr. Kiisurn. Does the Bank pay any dividends to its members? 

Secretary Anprerson. The Bank has never paid a dividend, and 
frankly, in the discussions which have been had with reference to 

this subject, I, as the United States Governor, have counseled against 





24 BRETTON WOODS AGREEMENTS ACT 


the payment of dividends. I would like to see the resources of the 
Bank increased, and I think that the measure of the success of these 
institutions is not only in their capacity to earn but rather in their 
capacity to operate soundly and to accomplish their purpose, which 
is the development of the underdeveloped countries of the world. 

Mr. Kitsurn. I agree with you. Now, there have been no losses in 
the Bank? 

Secretary ANperson. No, sir. 

Mr. Kirspurn. And the Fund is current except for two or three 
cases where they have gone over the 3-year limit? 

Secretary Anprrson. And were given voluntarily some extension, 

Mr. Kirgurn. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Reuss. 

Mr. Reuss. Mr. Secretary, I share our chairman’s view that our 
membership in the Fund and Bank are two of the most constructive 
things we do in the international field and I think you have made a 
very cogent case to the effect that the demands of world trade and 
world defense require upping the ante for both of them. 

I have three questions, which should be taken in connection with 
my general approval of what we are trying to do. 

The first question has to do with the $1,375 million additional 
contribution to the Fund, which you have just discussed. That will 
require that you go out in this $13 billion deficit year and borrow 
more funds by selling Treasury notes, bonds, and so forth, will it 
not ¢ 

Secretary AnpErson. The only cash outlay will be the $344 million 
of gold. 

While you will have additional outstanding notes, they will be non- 
interest-bearing notes and will not affect the cash position of the 
Treasury. 

Mr. Reuss. But you will have to borrow some $544 million addi: 
tional if this bill goes through, will you not? 

Secretary Anprrson. That we will have to provide or we would 
have to use the free gold which the Treasury now holds. 

Mr. Reuss. Now, I will come to my question, which comes down 
to this: I am very concerned, as I am sure the Treasury is, about 
the present problem of debt management. I am personally very 
worried about the extent to which the debt is being monetized, and 
the extent to which the banks are being used, and at the unhappy 
situation with regard to the lessened use of long terms as opposed 
to short terms. 

I note that paragraph 8 of the Fund’s resolution says in effect 
that while we have to put in this ante only when 75 percent of the 
other countries say that it is all right with them, nevertheless it would 


be a nice thing, or as the Governors say, “members are invited” to 


make with the ante sooner. FOAL 
My ae is this: Suppose that Congress passes this bill expe- 
ditiously, as I hope we will, and suppose, as of that particular time, 


2 or 3 months from now, that the Treasury is in a position—I hope 


it won't be but we must face the possibility that it will be—where 
the only money it could get on the market is either from banks or 
by short-term obligations—the very obligations which you have re- 
peatedly said, and I thoroughly agree with you, are inflationary. 
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Under such circumstances, would you not feel justified in telling 
the Fund that the United States is with them, and that as soon as 
the other 75 percent says OK that we will joint them, but that at 
the moment we don’t feel like accepting their invitation to put cash 
on the barrelhead now? In other words, I don’t want to get us into 
any more of a box than we are in, and since this seems largely psy- 
chological I am wondering if a courteous note wouldn’t be almost 
as good? Money raised on a very difficult market here, which we put 
into the Fund, goes into a special account anyway. It can’t be used, 
and is subject to return, if the quota isn’t raised. 

Secretary Anperson. Congressman Reuss, I appreciate very much 
the consideration which you have given to this problem. 

I should like to say that it has seemed to us to be of great impor- 
tance that we raise no doubts, no problems, in the minds of others, but 
that we say to them simply and quite understandably, so far as all of 
these nations are concerned, “We in the United States are agereable 
to the quota, and we in the United States immediately put in our funds, 
in the hope and with the belief that other countries, by our so doing, 
will be motivated to act with greater urgency and greater dispatch, to 
do the same thing.” 

As LT indicated earlier, the United Kingden: has already passed, for 
second reading, their similiar proposals in the Houses of Parliament. 
Iam not enough of a parliamentarian in Great Britain to know exactly 
what the second reading means in the form of progression of the bill. 

But I keep in mind this sort of thing: In 1956 and 1957, following 
a period in which the Fund had not had any great demands, we were 
suddenly confronted with very large demands, and by countries that 
previous to that time had occupied pretty strong positions, Great Bri- 
tain, and soon. 

We do not have any idea when we are going to have a recurrence 
of some kind of political event which would increase this sort of prob- 
lem. It might arise out of the political problems with reference to 
Berlin. It might arise out of political problems with reference to 
something which no one knows, in any other portion of the world. 

But it would seem to us that we are more prudently following the 
role of being sure that we have an adequate resource, by saying to the 
countries, we have acted urgently, we have put up our money, and we 
urgently ask that you come and do likewise. 

Mr. Reuss. And you don’t think the passage of this bill by Con- 
gress, and its signature by the President, and a dispatch of a letter by 
the President to the Fund saying, “We are ready to pay up the day the 
quota is reached,” would be sufficient evidence of our intention, and 
that we should nevertheless borrow, however excruciating the borrow- 
ing may be at that time ? 

Secretary Anprrson. I do not think it would have the same degree 
of compelling persuasion, in getting those countries to come in. I 
should like to point out also, while [ appreciate Congressman Reuss’ 
concern about debt management, which is certainly one of my great 
ones, even though at the end of the year we have developed a kind of 
program that allows us to live within anticipated receipts, nevertheless 
we are still going to be in the market for very large sums in order to 
cover the temporary imbalances which will exist over the first half of 
the 1960 fiseal year. 
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Mr. Reuss. But I hope, and I know you do too, that our debt man- 
agement’s position will get better and not worse. 
Secretary Anprrson. I certainly do, sir. 





Mr. Reuss. Next question, if I may: In this year’s budget, the ad- H 
ministration, which I take it in this case would mean you, has indi- 0 
cated that it has directed the Export-Import Bank, which holds # 
around $4 billion in its portfolio, to sell off something approaching 
$400 million, 10 percent of it, in order to get into a better cash posi- a 
tion. If that is good advice for the Export-Import Bank, why isn’t pe 
it equally good advice for the World Bank, and hence how do I an- Bi 
swer it when some other Member on the floor says, “Why should we th 
need to put all of this new lending power into the World Bank? 

Why don’t we suggest that they do with their portfolio what the 
Export-Import Bank is directed to do with its portfolio?” 

+ stot Anperson. Congressman Reuss, as a matter of fact, the 
World Bank does sell securities out of its portfolio, and it stands e 
ready and willing to sell more of its securities. 

Mr. Reuss. But not on anything like the 10 percent of the portfolio 
level which has been recommended for the Export-Import Bank in a 
this next fiscal year? | aw 

Secretary Anpverson. If my memory serves me correctly, and I >) ™ 
would like to correct this figure if I am in error, I think that the wi 
Bank has sold off about $470 million of its portfolio, that is the World = 
Bank. | fo 

Mr. Revss. Would you be good enough, Mr. Secretary, to file, so wl 
that it can be used in these hearings, a comparative statement of the 80 
portfolio practices of the Export-Import Bank and the World Bank? - 

Secretary ANperson. Yes, sir. fax 

Mr. Revss. I am sure that there is an answer and that parallel pro- fu 
cedures are followed, but I would like to be armed with the facts on > i" 
that. | 

Secretary Anprrson. I should like to say, sir, that the Export- > 
Import Bank, as you know, does also maintain a continuous policy of in’ 
selling off its portfolio, and I will be glad to furnish, as the Congress- ins 
man requests, a comparative statement. the 

Mr. Reuss. One which will show whether there is to be any differ- at 
ence in the Export-Import Bank’s policy in the upcoming fiscal year it, 
from the policy that it has followed in the past. to 

Secretary Anperson. May I make this one other observation, 
which I think is pertinent: People who buy out of portfolios nor- 
mally prefer to buy the shorter end of the portfolio rather than the mi 
longer end of the portfolio. Therefore, the obligation of either bank att 
would become more marketable as it nears the point at which it will it 
be matured. of 

Mr. Reuss. And Export-Import Bank having been in business om 
longer, presumably has some ‘ ae pa) 

ecretary Anperson. That is correct, with this further addition. pai 
Practically all of the loans of the World Bank start out on a long- to | 
term basis, whereas as far as the Export-Import Bank is concerned, - 
the initial project period is often shorter, plus the fact that the Ex- a 
ort-Import Bank engages in commodity loans, the commodity loans | _ th 
eing of relatively shorter maturity and, therefore, more marketable. cle 

Mr. Reuss. I am sure the chart you will submit will spell that out. ~ 
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(The data referred to is as follows :) 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, March 9, 1959. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 


My Deak Mr. CHAIRMAN: In accordance with my testimony before Subcom- 
mittee No. 1 of your committee on March 3, 1959, on H.R. 4452 and H.R. 4453, 
to amend the Bretton Woods Agreements Act, I enclose copies of statements on 
participations in loans and the sale of portfolio securities by the Export-Import 
Bank and the International Bank for Reconstruction and Development, which 
the respective institutions have supplied at my request. 

It is requested that this material be inserted in the record of the hearing. 

Sincerely yours, 
Rosert B. ANDERSON, 
Secretary of the Treasury. 


ProposeD USE OF THE PRIVATE CAPITAL MARKET BY THE Export-IMPorRT BANK 
IN THE Fiscat YEAR 1959-60 


In the furtherance of the provision of the Export-Import Bank Act of 1945, 
as amended, that the Bank should “supplement and encourage and not compete 
with private capital,’’ the Export-Import Bank, over the years, has made every 
effort, consistent with sound fiscal policies from the standpoint of the U.S. 
Treasury, to draw its funds from the U.S. private capital market as contrasted 
with drawing on the U.S. Treasury. Indeed, to facilitate this the Bank has a 
special division called the Private Capital Participation Division. 

There are two ways in which the Eximbank raises private funds as a substitute 
for Treasury funds. The one that is obviously to be preferred and the one to 
which the Bank has given most emphasis, is the furnishing of funds by private 
sources without recourse on Eximbank or without guarantee of any kind by 
Eximbank. In other words, under this type of transaction the private lender 
(commercial bank or other financial institution) takes the entire risk on the 
amount of funds it lends to the borrower involved. The other method of obtaining 
funds calls for a guarantee by Eximbank to the private lender. Under this meth- 
od, the private financial institution lends its funds to the borrower with a guaran- 
tee from Eximbank; that is, the private financial institution will be repaid as to 
principal and interest by Eximbank in the event the borrower does not meet its 
payment at maturity. A variation of this second method of raising funds also 
involves the guarantee of payment by Eximbank but instead of the financial 
institutions advancing the funds for a fixed maturity, the institution advances 
the funds for a relatively short period (30 to 60 days) against the undertaking 
of Eximbank to “take out” or reimburse the private institution for the funds 
advanced by it. Such takeout or reimbursement arrangement also carries with 
it, of course, the obligation of Eximbank to pay an appropriate rate of interest 
to the private institution for the period involved. 

In the past 10 years Eximbank has succeeded in obtaining private funds in the 
amount of $214,791,291 from sources in the United States under the first method 
mentioned above; that is, without recourse on or guarantee by Eximbank. It 
might be said in connection with this method of raising funds that Eximbank 
attempts to obtain the participation of private institutions not only at the time 
it makes a loan but after the loan has been made. It may be stated that all 
of this paper sold by the Bank without recourse or guarantee has been sold at 
par plus accrued interest. The Bank has not seen fit to sell its paper at a dis- 
count in order to raise funds. At the same time it has not seen fit to sell the 
paper at a premium. In other words, buyers of Bank’s paper have paid the un- 
paid principal plus accrued interest and from the date of purchase are entitled 
to the full interest rate that the paper carries. 

It should also be mentioned at this point that most of the $215 million 
was raised on relatively short-term maturities; that is, the private institutions 
involved loaned their funds against 1- to 5-year maturities as contrasted with 
the longer maturities which were held by Eximbank. The reason for this is 
clear. There is a dearth of private investors who are willing to lend abroad 
and to the extent there is any such capital it is generally found in the com- 
mercial banks which are only prepared to go in on a short-term basis. 
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The exact amount that the Bank has raised over the past 10 years on the 
second method of raising funds (that is, on a recourse or guaranteed basis) 
is difficult to estimate but it may be generally stated that in a year the Bank 
turns over as much as $400 million on a short-term basis (30 to 90 days). A 
limited amount has been raised for longer periods against fixed maturities. In 
all cases where the guarantee is used, because in effect the Bank is borrowing 
in the private market, the private financial institution involved does not re- 
ceive the full amount of the interest carried by the obligations. Eximbank 
attempts to work out the best deal possible in every case, arriving at what it 
considers to be an appropriate rate of interest which the private lender should 
eollect in a situation in which the private lender is guaranteed repayment of 
its funds by Eximbank and is also guaranteed an agreed rate on its money. 

During the fiscal year ending June 1960, the Eximbank expects to raise 
more of its funds in the private market than it has in prior years. In fore- 
casting operations in 1960, it is estimated that the Bank will. be called upon 
to provide under loan commitments the sum of about $988 million during that 
fiscal year. Collections of principal and interest on existing loans during the 
year will amount to about $654 million. This leaves an amount of about 
$334 million whieh the Bank must raise either by drawing on the Treasury 
of the United States or through the private capital market. It is anticipated 
that approximately $100 million of this amount will be advanced by private 
leaders by way of participation in loans at the outset, either with or without 
Eximbank guarantee. The other $234 million will consist of ‘sales of portfolio 
paper, again either with or without the Bank’s guarantee, depending on the 
factors discussed above. The Bank intends to intensify its efforts to raise 
these funds on a nonrecourse or nonguaranteed basis. But, as stated above 
it must be recognized that the amount of loan funds available for investment 
abroad on a nonrecourse basis is quite limited and the Bank does not expect 
to raise the entire amount of $334 million in such manner. Accordingly, the 
Bank is prepared to issue its guarantee in order to raise that part of the 
$334 millign which cannot be raised on a nonrecourse basis. 

At this point it should mentioned that the Export-Import Bank Act of 1945, 
as amended, expressly requires Eximbank to charge against the statutory 
lending authority every dollar that is raised on a guaranteed basis. In other 
words, for every dollar that the Bank guarantees to a private institution the 
Bank’s lending authority is decreased by that amount. At the present time the 
Bank has uncommitted lending authority of approximately $2 billion. This 
amount, of course, is more than adequate to enable the Bank to raise its 1960 
funds on a guaranteed basis. If the Bank did not have available such amount 
of uncommitted authority, it would be impossible for it to issue its guarantee 
in order to raise funds and in such event it would be limited to raising funds 
to a nonrecourse or nonguaranteed basis. 


PARTICIPATIONS IN LOANS MADE BY THE IBRD 


One source of funds for the IBRD (the Bank) is the granting by it of par- 
ticipations in its loans to private institutional investors, without the Bank’s 
guarantee. The Bank is not now granting participations with its guarantee. 

Participations of the kind serve a twofold purpose as far as the Bank is 
concerned. They not only are a substantial source of funds but also help pro- 
mote the flow of private foreign investment, a principal objective of the 
Bank under its charter. 

This memorandum describes the principal practices of the Bank in granting 
such participations. 

Procedure 

The procedure generally followed in these transactions is as follows: 

(a) Bank participations fall generally into two categories of cases. The 
first category is where a participation is granted either when the loan is 
first committed or after the loan is committed but before disbursements are 
made. The second category, sometimes called portfolio transactions, its where 
a participation is granted after disbursements are made. 

(b) In the first category of cases, the Bank enters into a participation agree- 
ment with the participant which provides that the participant shall have a 
participation of a stated principal amount, either in U.S. dollars or another 
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currency, in each of one or more specified maturities of the loan (each such 
maturity being one of the semiannual interest and amortization dates under 
the loan) ; the rate of interest is specified and the rate may vary from ma- 
turity to maturity. (Interest rates on participation have fluctuated from 
time to time with market conditions but almost always have been less than 
the rates of the underlying loans. The benefits of the difference, up to 1 per- 
cent are passed on by the Bank to its borrowers in the form of interest reduc- 
tions under the loan agreements. Any difference greater than 1 percent is 
kept by the Bank.) Each participation agreement provides that funds in 
respect of the participation are to be remitted to the Bank from time to time 
as requested by the Bank. Such requests are normally made soon after dis- 
bursements are made by the Bank under the loan. The purchaser receives a 
commitment fee of three fourths of 1 percent on funds committed by it until 
it remits such funds to the Bank. In respect of each remittance, the Bank 
issues to the participant a participation certificate evidencing the Bank’s obli- 
gation to pay principal and interest, but only out of the payments of principal 
and interest which are received by the Bank under the underlying loan . With 
certain qualifications, the Bank reserves to itself all rights with respect to the 
administration and enforcement of the loan. Participation certificates are 
transferable by registration but are not in negotiable form. 

(c) In the second category of cases referred to above, the portfolio transac- 
tions, there is no participation agreement. The Bank simply grants a participa- 
tion in a loan that it has already made and receives for its own account the 
purchaser’s payment. To evidence the transaction, the Bank delivers to the 
participant a participation certificate with provisions similar to those described 
above. 

(d) With respect to both categories of participations, the Bank has worked 
out an alternative procedure to meet the requirements of participants who may 
wish to have the right to receive the borrower’s bonds in lieu of participation 
certificates. Such participants receive so-called interim certificates at the time 
they make their funds available to the Bank. In substance, an interim certi- 
ficate contains the same provisions as does a participation certificate, except 
that it provides the holder with an additional right to receive, upon demand, 
the bonds of the borrower. When any such demand is made, the Bank is re- 
quired to procure the issuance of bonds by the borrower (such bonds to carry 
the maturities and bear the reduced interest rates of the participation) and 
deliver them to the participant. 

(e) In view of the requirements of the Securities Act of 1933, all U.S. par- 
ticipations and portfolio sales are made by private placement, without a public 
offering of the securities involved. 


Participations to date 

Participations have been granted both in the United States and abroad. Par- 
ticipants have been almost entirely institutional purchasers, such as commercial 
banks and insurance companies. 

The following table shows the principal amount of all participations granted 
without the Bank’s guarantee, both in the United States and abroad, up to June 
30, 1958: 


Summary of portfolio transactions and participations without bank’s guarantee 


{In thousands of U.S. dollars] 
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During the period up to June 30, 1956, the Bank sold portions of its loans 
with its guarantee in the aggregate amount of $69,003,844. No loans have been 
sold by the Bank with its guarantee since then. During the 2 fiscal years 
ending June 30, 1957, and June 30, 1958, more than 60 percent of the participa- 
tions were granted outside the United States. 

Maturities on participations of the first category normally have ranged from 
about 3 to 5 years, with an average of about 4 vears. Maturities on portfolio 
transactions normally have extended up to 3 years, with an average of about 2 
years. The difference has arisen because in participations of the first category 
usually there will be no maturities coming due for possibly 3 or more years. 

Participations in the United States have ranged all the way from about $50,000 
per transaction to an exceptional participation of $10 million. The arithmetical 
average for the past 2 years has been about $1,700,000; the median has been 
somewhat less than $1 million. 

Generally U.S. dollar participations have been granted both in the United 
States and abroad and nondollar participations have been granted only abroad. 

No bonds have been issued to participants except in a few early loans. 

Of the total number of loans (221), about 150 have had participations granted. 
Of the 49 countries and territories where loans have been made, 5 countries have 
not had any participations in their loans. 

Mr. Reuss. Just one final question: In relation to the Bank, the new 
additional subscription by the United States, since its main purpose is 
to encourage and validate dollar investment in the Bank, is likely to 
result in a considerably lopsided dollar exposure. That is in the 
nature of things and is perfectly understandable. That means, I take 
it, that if the thing envisaged on page 19 of your testimony comes 
true; namely, that if a drastic deterioration of the international finan- 
cial situation should occur, and if calls on the subscription came due, 
in the nature of things, since we are the greatest dollar-holding coun- 
try, obviously we would bear a very disproportionate share of the 
exposure. I don’t think that there is anything wrong with that, and 
I think that that is inherent in our splendid productivity and inter- 
national position, but that is a fact, is it not? Instead of the 30- 
percent share, which flows from our capital contribution, probably 
our exposure, on the subscription, would be something vastly larger, 
40, 50, 60, or 70 percent, or whatever it is / 

Secretary Anperson. If I understand the question, may I answer it 
in this way, and if this is not a responsive answer then I will make 
a responsive answer. 

The greatest amount of exposure that the United States could ever 
have, would be the total amount of the outstanding U.S. guarantee, 
provided that the Bank defaulted on its obligations, and provided 
all of the other 67 members did not make their contribution. 

Now if we could assume that at some point, which I think is ex- 
tremely remote, that the Bank would be unable to meet an obligation, 
the Bank would then assess not just the United States that made a 
dollar contribution, but would assess all members, and not for their 
local currencies, but for dollars, because they are required to make 
their contribution, in whatever currency is needed to pay off the de- 
faulted obligation. 

Now in the event that some countries did not abide by their commit- 
ment, then there would be a second round, in the same proportion, 
and this process would continue until it was taken care of. 

Mr. Reuss. I don’t say there is anything wrong with this, but I 
do want to understand it, which would inevitably mean that as you 
went into the second and third rounds and the non-dollar-holding 
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weaker countries fell by the wayside, we would end up with a larger 
proportionate share? 

Secretary Anprerson. Yes, sir; but the outside limit could never 
exceed the total of our guarantees. 

Mr. Reuss. That is correct. 

Secretary Anprrson. It could be a larger proportion than would 
be the proportion represented by the subscription of the United States 
as related to the subscriptions of the other countries, if some fell by 
the wayside. 

Mr. Reuss. I ask this question because I think it is important that 
the Congress and the American people, and even the rest of the world, 
know, in some dignified fashion, that as a result of the strength of 
the dollar and as a result of the fact that dollars are what the World 
Bank wants to have in its till to sustain its lending operations, the 
exposure of the United States, since we have got dollars, is likely 
to be much larger proportionately than that of other members, in a 
ratio with the availability of dollars to them on the evil day when the 
call has to come. 

Secretary ANnperson. I would not like to labor the point, but I 
appreciate the Congressman asking this question, because sometimes 
there is a popular misconception, that a country having only noncon- 
vertible currency, in the event of a default, would be able to discharge 
all of its liability by simply paying in its nonconvertible currency. 
This is not the case. The obligation, joint and several, is to pay in 
whichever currency is needed so that even the countries with non- 
convertible currencies would be called upon for dollars. 

Mr. Reuss. If they had them? 

Secretary Anperson. Yes, sir; but their obligation would continue 
to exist until it was paid. 

Mr. Reuss. Thank you, Mr. Chairman. 

The CHarrmMan. Mr. Secretary, this bill as drafted by the Treasury, 

rovides that the funds shall be obtained by direct loans from the 
reasury. 

Now there has been a resolution introduced in the House by the 
chairman of the Rules Committee which provides that any bill which 
has the provision of direct loans from the Treasury, under public debt 
transactions, or delegates the contract authority, shall not be granted 
a rule by the Rules Committee. If the bill is not granted a rule by the - 
Rules Committee, it will not be considered by the House. 

What is your opinion about the advisability of financing this act by 
a direct loan from the Treasury as is provided in the bill 

Secretary Anprerson. Mr. Chairman, may I say first, that I believe 
that it would be highly inappropirate for me to comment upon any 
problem which is now pending before the House of Representatives, 
msofar as their capacity to make their own rules is concerned. 

Let me say this, asset th : This legislation was submitted to the Con- 
gress on the basis of a public debt transaction because, in the consid- 
ered judgment of the officials of the Bank, if we alter the method in 
which the obligations were originally created under the Bretton Woods 
Agreements Act, which put into effect the Bretton Woods agreements, 
we would then raise doubts, in the minds of investors both here and 
abroad, in the marketability of future securities, as to why one security 
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was supported in one way, and the other security was supported in a 
different way. 

I have had conversations with the officers of the World Bank on this 
subject, and in order to be more definite as to their thinking, I wrote a 
letter to Mr. Black raising the point of how serious he considered the 
problem would be so far as financing other operations in the market 
and I have a letter from Mr. Black in response, which, if the chairman 
wishes, I would be glad to make available to the committee. The 
International Bank raises its capital from funds in the financial market 
not only in the United States but abroad, and we sell dollar obligations 
not only in the United States but abroad. The prospectuses of each 
dollar bond issue set out section 7 of the Bretton Woods Agreements 
Act, and this has become a traditional part of the examination into 
the bonds. 

Now we have followed the same procedure with reference to the 
Fund because there is a very close parallelism between the operations 
of the Bank and the operations of the Fund, and also because, in the 
operation of the International Monetary Fund, as has been brought out 
here many times today, outside the gold payment, there is a constant 
flow of cash out when it is needed from the Treasury to the Monetary 
Fund, and a constant flow of cash back to the Treasury with reissuance 
of non-interest-bearing notes, as dollar resources are repaid. 

So this in fact allows us in times of relative stability to have the 
notes outstanding without a cash implication so far as the Treasury 
is concerned 

Mr. Muvrer. Will you yield, Mr. Chairman, in connection with that 
very point ? 

The Caarmman. I yield. 

Mr. Moutrer. Mr. Secretary, as a matter of fact, if we were to do 
this in accordance with the theory of the Appropriations Committee 
rather than by a public debt transaction as we have been doing up 
to now pursuant to authorization as provided for in these bills, if 
Congress should recess this year in July and in September a call were 
made upon you, you would have to wait until the Congress came back 
to get an appropriation in order to be authorized to take the money 
out of the Treasury and pay it into the Fund, am I not right? It 
would hamstring the operations, and the Secretary of the Treasury 
would be put in the position of putting the U.S. Government in de- 
fault, in complying with a demand made upon it under the law. 

Secretary Anprerson. Unless, of course, you went to the Appro- 
priations Committee and asked for an appropriation of the full 
amount. 

Mr. Mutrer: If we did that, the money would be lying idle all the 
time even though the money weren’t needed, waiting for a possible 
future call ? 

Secretary Anperson. That is right. 

The CHarrman. This method gives you the assurance that. you 
can carry out your contract, when you make the proposition to the 
other nations, and I don’t think you could have the assurance if this 
were dependent upon the Appropriations Committee. What vou did 
was to follow a well-established precedent, did you not? 

Secretary Anperson. Yes. 

The CHarrman. And that is what we are trying to follow. Not 
only in this case but many other cases. I appeared before the Rules 
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Committee against the reporting of this rule, and I am invited to 
go before them tomorrow at 2 oclock, again. Now if they pass this 
rule which has been advocated by the chairman and some of the mem- 
bers of the committee, and most of the Appropriations Committee, we 
will have to redraft this bill to get a rule for it. I think your state- 
ment on the subject has been very fair. I suppose you have no objec- 
tion to me saying to the Rules Committee that you are in favor of 
direct loans from the Treasury, in this partculiar case? 

Secretary ANpersON. Again, sir, 1 would like to confine my remarks 
yurely to this piece of legislation, because I wouldn’t want to partic- 
ipate in any discussion of a matter which is now pending before the 
House. 

The Cuamman. Mr. Secretary, you wouldn’t object to the chair- 
an using your statement as an argument that he might make / 

Secretary Anpexson. No, sir. 

The Cuarrman. Then I think I shall do that. 

(The letters previously referred to are as follows:) 

JANUARY 29, 1959. 
Mr. EUGENE BLACK, 
President, International Bank for Reconstruction and Development, 
Washington, D.C. 

DEAR Mr. BLACK: You will recall that some time ago I inquired of you as to 
the eiiect whicl couid be anticipated on the marketability of securities of the 
International Bank if the proposed increase in the U.S. subscription to the 
capital of the Bank were provided for by appropriation instead of a public 
debt transaction, bearing in mind that the original subscription of the United 
States in the Bank was provided for through such a transaction under the 
Bretton Woods Agreements Act. Eighty percent of the original U.S. subscrip- 
tion in effect constitutes a guarantee for the securities issued by the Bank and 
it is my understanding that investors in this country have placed strong re- 
liance on this guarantee. The whole of the proposed increase in our sub- 
scription would be an addition to this guarantee, for the purpose of facilitating 
the issuance of securities by the Bank beyond the amount of the existing 
subscription. 

You expressed the opinion that such a change in the procedure for meeting 
the contingent liabilities of the United States on the Bank’s securities would 
be a serious obstacle to the Bank’s efforts to market its securities. I would 
appreciate confirmation of your views on this matter. 

Very truly yours, 
Rosert B. ANDERSON, 
U.S. Governor, International Bank for Reconstruction and Development. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, 

Z Washington, D.C., February 2, 1959. 
Hon. Rospert B. ANDERSON, 
U.S. Governor, International Bank for Reconstruction and Development, 
Washington, D.C. 


My Dear Governor: This is in reply to your letter dated January 29, 1959 
in which you ask me to confirm the views which I have previously expressed to 
you as to the possible adverse effect on the marketability of securities of the 
World Bank if the proposed increase in the U.S. subscription to the Bank were 
provided by appropriation instead of by way of public debt transaction, bear- 
ing in mind that the original subscription of the United States was provided 
through a public debt transaction. 

As you know, the Bank must obtain most of its loanable funds from bor- 
rowing, particularly in the U.S. market. The most significant factor in the 
willingness of the U.S. investor to buy Bank bonds has been and still is the 
uncalled portion of the U.S. subscription in the Bank, often referred to as the 
guarantee obligation, presently amounting to $2,540 million. This conclusion 
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and the reasons for it are expressed in detail in the report of the Executive 
Directors of the Bank recommending an increase in the capital of the Bank. I 
fully endorse that report and refer you to it for a more complete expression of 
the importance of the uncalled portion of the U.S. subscription to the mar- 
keting activities of the Bank. 

As you well know, any element of novely or complexity is a serious obstacle 
in marketing securities, even those of high intrinsic investment quality. When 
the Bank started to borrow in the U.S. market, some 11 years ago, it had to 
overcome the obstacle that it was a novel institution with an unusual capital 
structure. Early in 1947, therefore, the Bank began and has since actively car- 
ried on a broad program designed to inform U.S. investors of the nature of the 
Bank, the meaning of its capital structure and the resources behind its securi- 
ties, including in particular the U.S. guarantee obligation. The Bank also 
devoted much effort to giving information on these matters to Federal and 
State regulatory bodies having jurisdiction over institutional investment and 
to leading rating services on which both investors and regulatory bodies rely. 

One of the essential points to which investors, rating services and regulatory 
bodies have attached great significance has been the mechanics of payment of 
the U.S. guarantee; they have wanted to be completely assured that payments 
under this guarantee would be made immediately if it ever became necessary 
to call on its to meet the Bank’s liabilities to its bondholders. Accordingly, they 
have given careful attention to and have required full information about the 
method provided by the Bretton Woods Agreements Act for payment of the U.S. 
subscription. Under this act, as you know, payment of the subscription of the 
United States to the Bank, including payment of the guarantee obligation, is to 
be met through public debt transactions. This method of payments has been ex- 
pressly described in every prospectus under which bonds have been marketed in 
the United States. In this regard these prospectuses have stated as follows: 
“Section 7 of the Bretton Woods Agreements Act authorizes the Secretary of the 
Treasury of the United States to pay its subscription to the Bank from time to 
time when payments are required to be made to the Bank and for that purpose 
to use as a public-debt transaction the proceeds of securities issued after July 31, 
1945, under the Second Liberty Bond Act. as amended.” 

Investors, rating services and regulatory bodies after full study of these mat- 
ters have now become familiar with the manner in which payments would, if 
necessary, be made on the U.S. guarantee obligation and the Bank’s bonds en- 
joy wide and ready acceptance in the U.S. market. To introduce at this stage 
a new procedure for making payments under the proposed increase in the U.S. 
subscription would, in my opinion, confuse the market and create a serious ob- 
stacle to the Bank’s continuing efforts to maintain and broaden the market for 
its securities. Since the entire purpose of the proposal to increase the U.S. 
subscription in the Bank is to bring about an effective increase in the Bank’s 
borrowing power, it seems to me highly desirable that the mechanics of meeting 
any payment of the U.S. contingent obligation on its increased subscription 
should be the same as now provided for its existing subscription under the 
Bretton Woods Agreements Act. 

Sincerely yours, 
EUGENE R. BLACK. 


FEBRUARY 3, 1959. 
Mr. EUGENE BLACK, : 
President, International Bank for Reconstruction and Development, 
Washington, D.C. 

DEAR Mr. Biack: I am pleased to learn that the Governors of the Bank have 
adopted the preliminary resolution approving the report of the Executive Di- 
rectors of the Bank proposing an increase in the Bank’s capital. As you know, 
the United States took a leading part in the establishment of the Bank and has 
always played a major role in the activities of the Bank during the 12 years of 
its operation. Throughout this period the Bank’s financing and technical as- 
sistance activities have been outstandingly successful in increasing the pace of 
economic growth all over the free world. Accordingly, after consultation with 
the National Advisory Council on International Monetary and Financial Prob- 
lems, I immediately cast the U.S. vote for the resolution, and it has been most 
satisfying to know that the resolution has received approval by the Governors. 

As the report of the Executive Directors makes clear, prompt action should 
be taken by member governments to authorize the proposed increase in the 
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capital of the Bank and the increases in their respective subscriptions thereto. 
President Eisenhower has strongly urged the Congress to authorize the necessary 
action on behalf of the United States. I am very hopeful that the Congress will 
act at an early date. 
Sincerely yours, 
RoBert B. ANDERSON, 
U.S. Governor, 
International Bank for Reconstruction and Development. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, 
Washington, D.C., February 5, 1959. 
Hon. Rosert B. ANDERSON, 
U.S. Governor, 
International Bank for Reconstruction and Development, 
Washington, D.C. 

My DEAR GOVERNOR: This is to acknowledge receipt of your letter dated Feb- 
ruary 3, 1959. I want to take the opportunity to express my appreciation of the 
prompt vote by the U.S. Governor on the preliminary resolution approving the 
recommendations of the report of the executive directors of the bank proposing 
an increase of the bank’s capital. This was the first favorable vote which we 
received and was very helpful in stimulating the timely responses from other 
countries which have resulted in the adoption of the resolution. 

As you Say, this preliminary resolution must now be followed by action taken 
by individual members to authorize the increase in capital and their subscrip- 
tions thereto. I hope that the remaining steps necessary to enable the United 
States to increase its subscription will be carried through expeditiously since 
Iam sure that this will again have an important influence on the action of other 
countries. 

In that connection I am glad to confirm the views which I previously ex- 
pressed to you in answer to your inquiry on one particular aspect of the matter. 
As you are aware, the uncalled 80 percent portion of the present U.S. sub- 
scription (often referred to as the guarantee obligation) amounts to $2,540 mil- 
lion as against total outstanding borrowings in U.S. dollars of approximately 
$1,600 million, thus leaving a margin of about $940 million. You inquired 
whether this margin is sufficient to enable the bank to continue to borrow sub- 
stantial amounts in the U.S. markets, at least for the time being, so that action 
by the U.S. Government to increase its capital subscription would not be required 
in the immediate future. 

First I should like to point out that the general problem you raised is one 
which is discussed in detail in the report of the Executive Directors of the Bank 
recommending an increase in the capital of the Bank. I fully endorse that 
report and refer you to it for a more complete expression than is contained 
in this letter of the reasons why the Bank believes it desirable that its capital, 
including particularly the U.S. subscription, be increased at this time. 

I think it might be useful, however, if I also called your attention specifically 
to certain aspects of the matter which I believe are of special significance. 

The Bank’s rate of lending has been rapidly increasing. As the report points 
out, the $711 million of loans made during the fiscal year ending June 30, 1958, 
represented an increase of more than 75 percent above the average of the 3 
prior years. During the first 6 months of the current year, the rate of lending 
has been higher still, loans for that period having totaled $431,375,000. It is 
prudent to assume that Bank lending will continue to be at or above recent 
levels in the foreseeable future. 

As you know the Bank obtains most of its loanable funds from borrowing, par- 
ticularly in the U.S. market. Thus, to support its expanding lending program 
the Bank has been borrowing, and will have to continue to borrow, in corre- 
spondingly larger amounts. The ability of the Bank to borrow these amounts 
at reasonable rates of interest will in large part depend on the continued willing- 
ness of the U.S. market to invest in Bank bonds, It is clear to me, as the report 
of the Executive Directors spells out in detail, that this continued willingness 
depends to a significant extent on the amount of the U.S. guarantee obligation 
in relation to the Bank’s outstanding debt, particularly its dollar debt. 

It is true that the U.S. guarantee obligation is now about $940 million more 
than its outstanding dollar debt, and about $700 million more than all its 
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outstanding debt. This margin, however, cannot be counted on to assure the 
continued ready acceptance of the Bank’s bonds in the U.S. markets. U.S. 
investors are likely to concern themselves with the margin between the size 
of the Bank’s debt and the U.S. guarantee obligation some time before the two 
amounts could be expected to coincide. In fact there is evidence that a number 
of investors, rating services and official regulatory agencies with authority over 
certain phases of institutional investments in the Bank’s bonds are now Care- 
fully observing the margin between the U.S. guarantee and the amount of the 
Bank’s debt. Thus it might well be that as this margin narrows the Bank 
would find it increasingly difficult to borrow. Of course investor reaction can- 
not be foretold with certainty and I cannot predict the exact stage at which 
careful scrutiny might change to more serious concern. But to count on this 
date being far removed and to take no action now to increase the U.S. guarantee 
would be to run the risk of a sudden and drastic curtailment of the Bank’s 
lending activities. I am sure you will agree that, in view of the Bank’s role in 
the field of economic development, this is not a risk which should be taken. 
Sincerely yours, 
EvuGENE R. BLAcK. 


FEBRUARY 38, 1959. 
Mr. PER JACOBSSON, 
Managing Director, International Monetary Fund, 
Washington, D.C. 

DEAR Mr. JAcospsson: I am pleased to learn that the Governors of the Fund 
have adopted the resolutions proposing the enlargement of the Fund’s resources 
which were recommended by the Executive Directors. As you know, the United 
State took a leading part in the establishment of the Fund and has always 
played a major role in the activities of the Fund during the 12 years of its opera- 
tion. Throughout this period the Fund has been outstandingly successful in 
fostering sound foreign exchange practices and stability of currencies through 
international cooperation. Accordingly, after consultation with the National 
Advisory Council on International Monetary and Financial Problems, I immedi- 
ately cast the U.S. vote for the resolutions, and it has been most satisfying to 
know that the resolutions have received approval of the Governors. 

The resolutions adopted by the Board of Governors invite members to take 
appropriate action to authorize the proposed increases in their respective quotas 
as soon as possible. President Eisenhower has strongly urged the Congress to 
authorize the proposed increase in the U.S. quota. I am very hopeful that the 
Congress will act at an early date. 

Sincerely yours, 
Rogert B. ANDERSON, 
U.S. Governor, 
International Monetary Fund. 


INTERNATIONAL MONETARY FUND, 
Washington, February 4, 1959. 
Hon. Rosert B. ANDERSON, 
Secretary of the Treasury, 
Washington, D.C. 

Str: I appreciate your letter which I have received today. It has been most 
helpful to have the prompt vote by the U.S. Governor in favor of the resolutions. 
I am sure that this vote was important in stimulating similar action by other 
countries. 

In the same way I can assure you that the member countries will be looking 
very much to the position of the United States in the weeks to come as each of 
them considers action on the proposed increase in its quota. The resolutions 
approved by the Governors call on members “to comply as soon as possible with 
the procedures for notice and payments to the Fund.” Early action by the 
United States in accordance with the resolutions will indeed be of utmost assist- 
ance in encouraging other member countries to act speedily to provide the Fund 
with the new resources. At the report of the Executive Directors points out, 
these resources are highly desirable if the Fund is to continue to fulfill its 
functions effectively. 

Very truly yours, 
PER JACOBSSON, 
Managing Director. 
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The Cuatrman. Mr. Ashley. 

Mr. Asutey. Mr. Secretary, I was interested in your comments on 
page 11 of your statement, with respect to the status of the Fund. 
You said that at the end of 1956 the gold and dollar resources amounted 
to $2.3 billion against which there were outstanding commitments 
of $900 million. I wonder if there is anything as to the duration 
of these standby commitments. I understand sometimes they are 
‘alled upon and sometimes they are not. What, for example, is the 
situation today with respect to the $911 million? Does that repre- 
sent. the amount of standby commitments today ? 

_Mr. ANDERSON. Normally the standby agreements are only for 

ear, but the practice of the Fund has been that, at the end of the 
cris they sit down with the country involved, and if there seems to 
be reasonable justification for a continuation of the standby agree- 
ment, the standby agreement may then be continued for an addi- 
tional year. 

Mr. Asutry. I was interested in the graph on page 10 of your 
statement which showed that the gold and dollar reserves of the Fund 
were at their highest level at the end of 1955. They were at some- 
thing like $314 billion at that time. 

How much of that was represented by standby commitments? 

Secretary AnpERSON. Well, these were the assets of the Interna- 
tional Monetary Fund. The amount of standby agreements which 
might have been outstanding at that time was not large but I don’t 
have the figure immediately before me, sir. 

Mr. Asniry. Well, you say that at the end of 1958 the resources 
amounted to $2.3 billion of which $911 million was standby commit- 
ments, and over here we have got $314 billion, and certainly some 
portion of that is standby commitments. I am just wondering how 
much that would be. 

Secretary AnpERsON. I have the figure now. The amount at the 
end of December 31, 1955, was $62.5 million. 

Mr. Asuiry. $62.5 million. 

Secretary ANnperson. Yes, sir. 

Mr. Asuiry. One last question: Considering your descriptions of 
the uses of the Fund and with particular regard to the assistance of 
countries with convertibility problems, what are the implications of 
last December’s convertibility agreement with respect to the Fund 
and its operations this year and henceforth ? 

Secretary ANpeRSON. One never likes to try to evaluate what moti- 
vates the decisions on the part of other governments, but I should say 
that the existence of the Fund as a sté indby reserve, I would feel quite 
sure, figured very pr ominently in the thinking of those countries that 
moved ‘toward conv ertibility in December. I would think also that 
in the future, with this increased convertibility, the German marks 
and the sterling and the other currencies involved, would have a great 
deal more utility, and that they might very well be drawn in instances 
where, in the absence of this type of convertibility, dollars would have 
been drawn. 

Mr. Asutry. Do you think that there will be as great a draw upon 
the Fund by the countries that have reached this agreement as in 
the past ¢ 

Secretary ANpeErson. I think: it all depends upon the financial con- 
sitions as they arise. Simply the fact that they were made conver- 
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tible would not, of itself, increase the drawings on the Fund. If, 
however, for political or any other reasons, there was a period of great 
crisis, then I would think there could be substantial drawings. 

Mr. Asuiey. It would seem to me that this agreement would prob- 
ably result in a reduction in the drawings on the Fund. 

Secretary ANDERSON. Well, I think more than anything else the 
drawing on the Fund depends upon the kind of conditions one finds 
in the world. On December 31, 1955, we had outstanding standby 
arrangements amounting to $62.5. But a year later, we had out- 
standing standby arrangements amounting to $1,117,400,000. 

Mr. AsHtry. Yes. 

Secretary ANprrson. Now, this was brought about by the kinds of 
political conditions that oceurred, the need to bolster balances of pay- 
ments and to meet import requirements—all of this sort of thing, and 
this is an example of the spectacular way in which these demands 
can fluctuate. 

Mr. Asutry. Is it your feeling—I am sure it is—that this legislation 
is all the more critically needed in view of the Berlin crisis? 

Secretary ANperson. I think we certainly have to take into con- 
sideration every possibility involved in political problems as we try 
to gage at least the possibilities of member countries requiring the 
resources of the Fund. 

Mr. Asutry. Thank you, Mr. Chairman. 

Mr. Wipnatt. Mr. Chairman. 

The CHairman. Mr. Widnall. 

Mr. Wipnat. At the time of the Bretton Woods Agreement, weren't 
participating quotas set up for Poland and the U.S.S.R.? 

Secretary ANDERSON. Yes. 

Mr. Wipnati. What happened to those participations? 

The Cuamman. They signed the agreement but they never put up 
any money. I was there. 

Secretary Anprerson. The Soviet Union attended the conference, 
but it failed to join the Fund when it was established. 

Poland joined the Fund but it withdrew from membership in 1950. 

Czechoslovakia was an original member, but was suspended from 
membership in January of 1954. At that time Czechoslovakia had 
an outstanding drawing of $6 million, and the net obligation of 
Czechoslovakia after the settlement of the account is being paid to 
the Fund in installments which run up to 1961. 

Mr. Wipnauu. The Russians never participated ? 

Secretary Anperson. They did not join. 

Mr. Wipnati. What would be their status today? Could they join 
the International Bank and Monetary Fund? 

Secretary Anperson. The Russians have no rights whatsoever 
arising out of the Bretton Woods Conference. It would simply be a 
question for decision by the present members. 

Mr. Wipnauti. What is the status of Cuba with respect to the Mone- 
tary Fund and the International Bank? 

Secretary Anperson. They are full members of both. 

Mr. Wipnaui. That carries over despite the change in government? 

Secretary Anprrson. It does. 

Mr. Wipnat. That is all. 

The Cuatrman. Why do you suppose the Russians had the most 
luxurious apartment at the hotel, and participated in all the consider- 
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ations, and then didn’t contribute a cent? I know it must have been 
very costly for them to attend. They were there and participated in 
all the meetings. 

Secretary Anperson. Mr. Chairman, I, not being at the Bretton 
Woods Conference, would probably not be in as good a position to 
answer that question as the chairman. May I only express that I am 
gratified that they did not join. 

Mr. Murer. Mr. Chairman. 

The CHatrman. Mr. Multer. 

I wish to say that the Secretary has told me that he has an engage- 
ment and that he wants to leave at 12:30. 

Mr. Muurer. I will not keep him here that long. 

The Cuatrman. All right. 

Mr. Muurer. Mr. Secretary, the interest on the bonds, issued by the 
Bank, that is on its borrowings, are they taxable in the United States ? 

Secretary AnpreRSoN. Yes, sir; they are. 

Mr. Mcurer. What is the explanation for the difference in the in- 
terest rates payable on the different issues in the different countries? 
I notice that, for instance, the same year, there is a bond issue in the 
Netherlands and one in Canada, but they bear different interest. rates. 
I think the same applies to Switzerland. 

Secretary AnprERson. These differences would be caused by dif- 
ferences in the money markets of the countries, and in some instances, 
the Bank has obtained loans directly from central banks, for relatively 
short periods of time, in order for the central banks to have a place to 
invest. 

Mr. Mutter. I notice, too, that the highest interest rate was 434 
percent paid by the Bank. What is the prospect as to that interest 
rate? Is it likely to go higher or lower? What is your prognosti- 
cation ? 

Secretary Anperson. I think the most important thing is to main- 
tain the quality of the bonds. This is the sort of thing in which one 
does not sell bonds up to the point of exhaustion of primary guarantee, 
which is the U.S. guarantee. As you near that point investors begin 
to be concerned about what is going to be the attitude of the Govern- 
ment beyond this point and questions begin to be raised. 

This is one of the reasons that we are anxious to get the increased 
commitments to the Bank so as to maintain the high quality of the 
bonds and therefore borrow the money more cheaply. 

The CuatrMan. Will you yield? 

Mr. Mutter. Surely. 

The CHarrmMan. Those bonds were made payable in the currencies 
of the different countries, were they not ? 

Secretary AnpERsON. Yes, sir. 

The Cuatrrman. Were not the dollars bonds more readily tradeable 
than the bonds in other currencies? Did they bring a higher price 
than the other bonds? 

Secretary ANperson. If you are talking in terms of interest yields, 
I am under the impression that some of the funds which have been 
borrowed abroad have had slightly lower interest rates because as I 
indicated before, some of them, instead of coming from the public 
market, have been directly negotiated loans with the central banks of 
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the various countries on a relatively shorter term basis and therefore 
would carry different interest rates. 

I think maybe the committee might like to have us insert in the 
record a statement showing the entire funded debt of the Bank. 

The Carman. I think we would like that in the record. 

Mr. Mouurer. I think that appears in appendix F of the 13th annual 
report. 

ecretary AnpERSON. That is correct. 

Mr. Moutrer. Mr. Chairman, would you like to have it reprinted as 

a part of our record, too? 
he Cuarrman. I[f it is in the report it is not necessary. Just so 
long as it is available. 

If there are no further questions, thank you for coming here, 
Mr. Secretary. You have made a very clear and comprehensive 
statement, and I hope that we will carry out our agreement. I think 
it would be tragic for the United States not to do all it can to give 
you the authority and power that we have given this organization 
in the past. I think it has been a great instrument for economic bene- 
fit to the member nations and for good will. I congratulate you for 
what you have done and thank you for being here. 

Secretary AnpERson. May I make one point as to the amount of the 
deficit. I was asked earlier, and I said it was $13 billion. The actual 
figure is $12.9 billion. I didn’t want to leave the impression that there 
was any change on the anticipated deficit. 

I would also like to thank the chairman and the members of the 
committee. I think this has been a most enjoyable discussion. 

The CHatrman. Thank you, Mr. Secretary. 

We will adjourn to reconvene tomorrow morning at 10 o’clock. 

(Whereupon, at 12 o’clock noon, the subcommittee adjourned, to 
reconvene at 10 a.m., Wednesday, March 4, 1959.) 
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WEDNESDAY, MARCH 4, 1959 


Housk or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Suscommitree No. 1, 
Washington, D.C. 


The subcommittee met, pursuant to adjournment, at 10 a.m., Hon. 
Brent Spence (chairman) presiding. 

Present: Messrs. Spence (chairman), Brown, Multer, Ashley, 
Healey, Kilburn, Widnall, Mrs. Dwyer, and Mr. Halpern. 

The CuatrMan. Please come to order. 

We will resume hearings on H.R. 4452, a bill to amend the Bretton 
Woods Agreements Act. ; 

We are honored this morning by having Under Secretary of State 
C. Douglas Dillon, who at this time I know is carrying a very heavy 
burden, and we are very glad that he was able to come here to give us 
the benefit of his views on this most important subject which we are 
considering. 

We are glad to have you testify, Mr. Dillon, and you may proceed 
as you wish. If you have a prepared statement you may read it first 
and then subject yourself to interrogation. 


STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS 


Mr. Ditton. Thank you, Mr. Chairman, I do have a statement, and 
I will proceed with that first. 

I welcome the opportunity to appear before this subcommittee to 
urge favorable action on the proposed legislation to increase the U.S. 
quota in the International Monetary Fund and the U.S. subscription 
to the International Bank for Reconstruction and Development. 

Secretary Anderson has reviewed with you in detail the basic pur- 

oses of the Fund and the Bank, the successful experience of the two 
institutions since they were founded in 1945, and the reasons why an 
increase in their resources is now necessary to keep them operating 
successfully over the years ahead. He has also explained the financial 
and budgetary implications of this increase insofar as the U.S. con- 
tributions are concerned. 

For my part, I would like to emphasize the importance of the Fund 
and Bank to our foreign relations, and in particular to the achieve- 
ment of the objectives of our overall foreign economic policy. 

These two institutions—one to promote world monetary stability, 
the other to assist in world economic development—were the out- 
growth of the cumulative financial experience of many years, and 
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most particularly of the interwar period. They were born of the 
conviction that international financial cooperation is indispensable 
to prosperity and peace. No one can read the history of the years 
between the two world wars without being impressed by the failures 
of this tragic period, both economic and political, which might have 
been avoided by positive cooperation among nations in economic and 
financial matters, instead of the deeply divisive economic nationalism 
which in fact existed. 

Since World War II economic problems have come to assume truly 
major proportions in our overall diplomacy. Indeed, the economic 
is now so pervasive in all our foreign relations that it is hard to find 
a single major problem which a modern statesman would regard as 
purely political or purely military. Today the safety of the Ameri- 
can citizen depends as much upon the ability of the United States and 
other free world countries to meet the Communist economic challenge 
as it does upon their ability to exert military force. And that ability 
to exert military force is in turn dependent upon the strength of the 
economic underpinning. The great spiritual struggle taking place 
between communism and freedom throughout the world of today is 
itself posed largely in economic terms. 

The form, as well as the content, of our foreign relations has also 
been transformed. To national instruments of policy and bilateral 
relations between nations there has been added a new and influential 
instrumentality: The multilateral institution. In the field of eco- 
nomic relations, the Fund and the Bank are outstanding examples of 
multilateral institutions which have furthered objectives considered 
vital to the interests of the United States. 

We continue to require national instruments of economic policy. 
Our bilateral economic relations with other governments are of great 
importance and must be carefully nurtured in the interest of our 
national security. We continue, for example, to need an effective 
mutual security program, an adequate Development Loan Fund, an 
Export-Import Bank. But it is no exaggeration to say that without 
the International Monetary Fund and the World Bank the financial 
burden on the United States would be far greater, and the prospects 
of building a sound economic system in the free world would be far 
less. 

Let me explain by way of example: 

Last Chirstmas week most of the governments of Europe, led by 
the United Kingdom, France, and Germany, made a concerted and 
dramatic move toward the convertibility of ae currencies. The im- 
mediate effect. was to remove one of the major obstacles to the freedom 
of transfer of currencies. The long-range effect will be to give new 
impetus to the elimination of discriminatory restrictions which have 
hampered the trade of the United States and many other countries. 
As a result the economy of the entire free world will be strengthened 
and made more cohesive. 

It is clear that this great forward step could not have been taken 
except for the existence and effective functioning of the International 
Monetary Fund, which has persistently encouraged its member coun- 
tries to achieve monetary stability and currency convertibility ; which 
extended lifesaving financial support to the pound sterling in 1956; 
and which worked out an effective stabilization program with France 
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in 1958. The confidence provided by indications that the Fund’s 
resources might be increased was undoubtedly also a factor in encour- 
aging the European countries to make the convertibility moves they 
did. 

Another example drawn from the experience of the Fund is its 
recent work with the Turkish Government. Until last summer the 
economic situation in Turkey had grown progressively worse for sev- 
eral years. Inflation was severe, exports had fallen and domestic 
industries were lying idle because of the lack of imported materials. 
Turkey, an important ally of the United States and a member of 
NATO, was on the verge of bankruptcy. Foreign assistance alone 
could not have brought about recovery in the absence of far-reaching 
changes in Turkey’s own economic policies. In the circumstances 
the International Monetary Fund sent a mission to Turkey which 
succeeded in working out with the Turkish Government a broad eco- 
nomic stabilization program involving a new exchange system and 
domestic measures to stop the inflation. This program, which was 
backed by financial assistance from the Fund itself, from the United 
States and from many Western European countries, is now in effect 
and promises to restore Turkey to a condition of economic health. 
It is hardly necessary to stress the importance of this action to the 
United States and to 'Turkey’s other partners in NATO. 

In country after country the Monetary Fund has assisted its mem- 
bers to carry out sound financial policies in a spirit of cooperation with 
fellow members. As an international organization it is better able 
to advise sovereign governments on sensitive matters of financial pol- 
icy, or to insist on appropriate corrective measures in return for 
credits, than are other sovereign governments. 

This, I think, deserves to be underlined. In the delicate area of 
fiscal and monetary policy, governments find it much easier to accept 
the counsel of an objective, impartial, and highly competent inter- 
national organization than the advice of other governments, no matter 
how good or well-intentioned. The weight of the Fund’s counsel 
and its influence is enhanced by the exceptional technical ability of 
its staff and its management. 

As an international organization of recognized experience and com- 
petence in its field, the Fund has become a powerful force for inter- 
national cooperation in financial matters and for sound financial pol- 
icies. Its objectives have been similar to those of our own foreign 
financial policy, and its achievements have been of the greatest help 
to the national interests of the United States. The value of the Fund 
to the United States and to the entire free world will be substantially 
enhanced by the proposed increase in quotas, which will serve to 
strengthen its role in preserving international monetary stability. 

I turn now to the International Bank. 

As you know, the purpose of the Bank is to help promote economic 
growth and better living standards, especially in the less developed 
areas of the world. 

The political, economic, and human significance of economic growth 
is difficult to exaggerate. We are dealing here with one of the major 
issues of our times. The continents of Asia and Africa, also Latin 
America are in ferment. The people of these continents have become 
aware that poverty is not ordained. They are pressing their govern- 
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most particularly of the interwar period. They were born of the 
conviction that international financial cooperation is indispensable 
to prosperity and peace. No one can read the history of the years 
between the two world wars without being impressed by the failures 
of this tragic period, both economic and political, which might have 
been avoided by positive cooperation among nations in economic and 
financial matters, instead of the deeply divisive economic nationalism 
which in fact existed. 

Since World War II economic problems have come to assume truly 
major proportions in our overall diplomacy. Indeed, the economic 
is now so pervasive in all our foreign relations that it is hard to find 
a single major problem which a modern statesman would regard as 
purely political or purely military. Today the safety of the Ameri- 
can citizen depends as much upon the ability of the United States and 
other free world countries to meet the Communist economic challenge 
as it does upon their ability to exert military force. And that ability 
to exert military force is in turn dependent upon the strength of the 
economic underpinning. The great spiritual struggle taking place 
between communism and freedom throughout the world of today is 
itself posed largely in economic terms. 

The form, as well as the content, of our foreign relations has also 
been transformed. To national instruments of policy and bilateral 
relations between nations there has been added a new and influential 
instrumentality: The multilateral institution. In the field of eco- 
nomic relations, the Fund and the Bank are outstanding examples of 
multilateral institutions which have furthered objectives considered 
vital to the interests of the United States. 

We continue to require national instruments of economic policy. 
Our bilateral economic relations with other governments are of great 
importance and must be carefully nurtured in the interest of our 
national security. We continue, for example, to need an effective 
mutual security program, an adequate Development Loan Fund, an 
Export-Import Bank. But it is no exaggeration to say that without 
the International Monetary Fund and the World Bank the financial 
burden on the United States would be far greater, and the prospects 
of building a sound economic system in the free world would be far 
less. 

Let me explain by way of example: 

Last Chirstmas week most of the governments of Europe, led by 
the United Kingdom, France, and Germany, made a concerted and 
dramatic move toward the convertibility of their currencies. The im- 
mediate effect was to remove one of the major obstacles to the freedom 
of transfer of currencies. The long-range effect will be to give new 
impetus to the elimination of discriminatory restrictions which have 
hampered the trade of the United States and many other countries. 
As a result the economy of the entire free world will be strengthened 
and made more cohesive. 

It is clear that this great forward step could not have been taken 
except for the existence and effective functioning of the International 
Monetary Fund, which has persistently encouraged its member coun- 
tries to achieve monetary stability and currency convertibility ; which 
extended lifesaving financial support to the pound sterling in 1956; 
and which worked out an effective stabilization program with France 
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in 1958. The confidence provided by indications that the Fund’s 
resources might be increased was undoubtedly also a factor in encour- 
aging the European countries to make the convertibility moves they 
did. 

Another example drawn from the experience of the Fund is its 
recent work with the Turkish Government. Until last summer the 
economic situation in Turkey had grown progressively worse for sev- 
eral years. Inflation was severe, exports had fallen and domestic 
industries were lying idle because of the lack of imported materials. 
Turkey, an important ally of the United States and a member of 
NATO, was on the verge of bankruptcy. Foreign assistance alone 
could not have brought about recovery in the absence of far-reaching 
changes in Turkey’s own economic policies. In the circumstances 
the International Monetary Fund sent a mission to Turkey which 
succeeded in working out with the Turkish Government a broad eco- 
nomic stabilization program involving a new exchange system and 
domestic measures to stop the inflation. This program, which was 
backed by financial assistance from the Fund itself, from the United 
States and from many Western European countries, is now in effect 
and promises to restore Turkey to a condition of economic health. 
It is hardly necessary to stress the importance of this action to the 
United States and to Turkey’s other partners in NATO. 

In country after country the Monetary Fund has assisted its mem- 
bers to carry out sound financial policies in a spirit of cooperation with 
fellow members. As an international organization it is better able 
to advise sovereign governments on sensitive matters of financial pol- 
icy, or to insist on appropriate corrective measures in return for 
credits, than are other sovereign governments. 

This, I think, deserves to te underlined. In the delicate area of 
fiscal and monetary policy, governments find it much easier to accept 
the counsel of an objective, impartial, and highly competent inter- 
national organization than the advice of other governments, no matter 
how good or weil-intentioned. The weight of the Fund’s counsel 
and its influence is enhanced by the exceptional technical ability of 
its staff and its management. 

As an international organization of recognized experience and com- 
petence in its field, the Fund has become a powerful force for inter- 
national cooperation in financial matters and for sound financial pol- 
icies. Its objectives have been similar to those of our own foreign 
financial policy, and its achievements have been of the greatest help 
to the national interests of the United States. The value of the Fund 
to the United States and to the entire free world will be substantially 
enhanced by the proposed increase in quotas, which will serve to 
strengthen its role in preserving international monetary stability. 

I turn now tothe International Bank. 

As you know, the purpose of the Bank is to help promote economic 
growth and better living standards, especially in the less developed 
areas of the world. 

The political, economic, and human significance of economic growth 
is difficult to exaggerate. We are dealing here with one of the major 
issues of our times. The continents of Asia and Africa, also Latin 
America are in ferment. The people of these continents have become 
aware that poverty is not ordained. They are pressing their govern- 
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ments for economic and social improvement, and their governments are 
committed to economic growth. The question, which is vital to our 
own future, is whether these countries and continents can achieve the 
growth they so urgently desire in an environment of freedom, or 
whether, overwhelmed by massive problems, they turn to Communist 
rule in an effort to find the way out. 

These countries have the human and material resources to become 
stable, effective, and responsible societies that value human liberty 
and dignity and that desire to cooperate with others to maintain the 
peace. But they need outside help to realize that potential. ‘Chey 
need external capital and they need technical aid. ‘The major effort 
must be theirs, but we—the more developed and industrialized coun- 
tries—can supply the critical margin of help that can make the 
difference. The political shape of the world of the future is here in 
balance. 

As an example of the work the Bank is doing in this field of eco- 
nomic development, I cite the case of the subcontinent of India and 
Pakistan. 

First, take the case of India. The Government of India and its 
people are making heroic efforts to modernize their economy and 
raise their living standards. They are trying to achieve economic 
development under a democratic system by popular consent. To the 
north, in close proximity, Communist China is trying to develop by 
forced draft, under totalitarian rule. The entire free world, and 
not just India alone, has a stake in the success of India’s efforts. 

The magnitude of India’s requirements for external economic 
assistance 1s beyond the financial and economic capacities of any one 
country to handle alone. In recognition of this fact, the International 
Bank took the initiative in bringing together key creditor countries 
of the free world to help India. Last August, under the Bank’s 
auspices, representatives from Germany, Japan, Canada, the United 
Kingdom, and the United States met to consider what they could do 
in a concerted way to help India meets the serious foreign exchange 
situation arising from its development efforts. 

While formal commitments were not made, it was clear, on the 
basis of intentions expressed by the Bank and by the countries repre- 
sented at the meeting, that India could expect some $350 million of ad- 
ditional external assistance during the critical 6 months’ period 
October 1958 to March 1959, subject to further bilateral negotiations 
between India and those prepared to help. This assistance has since 
materialized, the United States making available through the Develop- 
ment Loan Fund $75 million or just over 20 percent of the required 
$350 million. The Bank itself has made very substantial investments 
in India. By the end of 1958, the Bank had committed in excess 
of $500 million for a wide range of projects throughout India, 
including railroad and port development, steel production, and multi- 
purpose power, irrigation, and flood control. 

The Bank also has a large investment program in Pakistan, where it 
has committed over $125 million in loans. Recently, on the invitation 





of the Government of Pakistan, the Bank has sent one of its able staff 
members to Pakistan to serve as permanent local representative of 
the Bank and as adviser to the Government of Pakistan on develop- 
ment matters. This should be most helpful in forwarding the eco- 
nomic development of our friend and ally, Pakistan. 
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The Bank, on the invitation of the Governments of India and 
Pakistan, is also attempting to work out a mutually agreeable plan 
for the development of the waters of the Indus river. Success in this 
endeavor should remove one of the major sources of misunderstanding 
between India and Pakistan. 

Thus the International Bank is not just a lending institution. It 
is a force for peaceful progress in a world of free and cooperating na- 
tions. It helps to fulfill an important United States objective. Our 
share in the larger resources required to allow it to continue its im- 
portant role is an excellent investment in the future. 

As I have indicated, the International Bank is not a substitute for 
our own national lending instruments. The Export-Import Bank, 
which antedates the International Bank, and the Development Loan 
Fund that we created 2 years ago to supplement the work of the 
two Banks, are also necessary to help the economies of the less de- 
veloped areas of the free world. A primary purpose of the Export- - 
Import Bank is to promote American exports, but its long-term loans 
by facilitating the export of U.S. capital goods, also further the 
development of foreign countries. 

The Development Loan Fund makes loans for meritorious develop- 
ment projects which cannot qualify for Bank lending, either because 
of the limited capacity of the borrower to repay in foreign exchange 
or because they involve expenditures in local currencies, which can- 
not be financed by the World Bank or the Export-Import Bank since 
these two institutions are limited in practice to financing the foreign 
exchange costs of projects. j 

These three lending institutions complement each other and work 
closely together to meet a basic need. There is no overlap among 
them. 

I would like to reemphasize one aspect of the Bank’s work that has 
been of importance to our foreign relations although peripheral to 
the Bank’s main function of promoting economic development. I 
refer to its constructive role in international diplomacy. The pres- 
tige of the Bank among its members and its record of disinterested 
aid has led to calls on the Bank and on the Bank’s management for 
their good offices in the mediation of economic controversies be- 
tween member governments. In addition to its work on the Indus 
waters which I have already mentioned, the settlement of the terms 
of compensation to be paid as a consequence of the nationalization of 
the Suez Canal, and the more recent settlement of claims between the 
United Kingdom and the United Arab Republic arising from the 
military action at Suez were in large part the handiwork of the Bank 
and its president. 

Before closing my testimony, I wish to comment briefly on certain 
distinctions which should be kept clear between the proposals now 
before the committee to increase the resources of the Fund and the 
Bank and other legislation which will be requested for financing the 
mutual security program. 

First, it should be noted that the increases which are being sought 
in the resources of the Fund and Bank are intended to serve needs 
extending over a period of many years. The funds to be requested 
for the mutual security program, on the other hand, will be intended 
to finance operations for the single fiscal year 1960. 
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Second, a large part of the total increased financing requested for 
the Bank and Fund will never be spent at all, barring a deterioration 
in world financial conditions approaching catastrophe. This results 
from the fact that of the total of $4.55 billion which is being re- 
quested for the U.S. share of the increases in the resources of the two 
institutions together, $3.175 billion would constitute an increase in 
the contingency reserves of the International Bank which could not 
be called upon except in the most unlikely circumstance that this 
money were needed to avoid a default by the Bank on its obligations 
to its bondholders. 

In other words, more than $3 billion of the $4.55 billion requested 
would have no budgetary or fiscal effect immediately and only the 
contingent possibility of such effects over the long run. 

The remaining $1.375 billion relates to the increase in the Inter- 
national Monetary Fund. As Secretary Anderson has explained, 25 
percent of this, or $344 million, would be paid in gold, and the bal- 
ance of slightly more than $1 billion would be held by the Fund in 
non-interest-bearing notes which would be cashed by the Fund only 
as needed over an indefinite period ahead. 

The operations of the Fund and the Bank have marked a great 
forward step in international] financial cooperation. They have amply 
demonstrated their value in promoting sound financial policies and 
in helping provide the framework and impetus for economic develop- 

ment. They have thus contributed to better political, as well as eco- 
nomic, relations among their member nations, which embrace almost 
the entire free world. It is clearly in our national interest to support 
an expanding role for these two institutions. Accordingly, the De- 
partment. of State strongly supports the legislation now “before you, 
authorizing the United States to join in providing the increased re- 
sources necessary for this purpose. 

That concludes my statement, Mr. Chairman. 

The Cuarrman. I wish to thank you for your very excellent 
statement. 

How many nations signed the original agreement covering the Bank 
and the Fund? 

Mr. Ditton. I am not sure historically, Mr. Chairman, but I think 
there are some 68 members. 

The Cuarrman. How many signed the original agreement ? 

Mr. Ditton. 44, I am told. 

The Carman. Since that time, 24 other nations have joined the 
Bank and the Fund. 

Mr. Ditton. Yes, sir. 

The Cuairman. That includes almost all of the free nations of the 
world, does it not ? 

Mr. Ditx0n. That is correct. 

The CuairMan. Isn’t that an expression of the confidence they have, 
and the desire that they have to be Welped by these two great organiza- 


tions? Don’t you think that indicates the confidence of the entire 
free world in the two operations? 

Mr. Ditton. It is both a recognition of that confidence, Mr. Chair- 
man, and also a recognition of the importance of these two institu- 
tions to the economies of these newly ardovine countries which, as 
soon as they have gotten their independence, have desired to join in 
these two institutions. 
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The Cuairman. The fact that the United States has taken the lead 
in this movement has given it an additional prestige in the world. 
Don’t you believe that is true? 

Mr. Dron. There is no doubt of that. That was very clearly 
shown when we were at meetings of the Bank and the Fund, par- 
ticularly the last one in New Delhi. pen Le 

I am sure that the role of the United States in these two institu- 
tions has been very helpful to our general prestige throughout the 
free world. 

The CrarrMan. I have attended a good many meetings and I have 
always been impressed by the deep interest all of the nations have 
taken in perfecting the work of the Bank and the Fund. I believe 
it has not only helped the economic position of those nations, but as 
you say, has engendered an international good will and a confidence 
throughout the world which is inestimable. 

I don’t see how anything could more encourage good relationship 
among nations than honest business transactions, particularly with 
the United States, who wants no advantage for itself, but wants to 
help the world. 

What chance do you think there is for the contingent lability of 
which you speak being called upon by the Bank and the Fund? 

Mr. Dutton, The contingent liability of the World Bank, that is, 
its guarantee of bonds sold by the Bank to private investors through- 
out the world—the only way this contingent liability could be called 
upon would be if there were a large-scale default in obligations of 
other countries to the World Bank. 

No individual default by any one country or two or three countries 
would have that effect because the Bank would first be able to draw 
on its paid-in capital and reserves, so the only thing which we could 
foresee which would evoke the use of this contingent guarantee is 
some sort of universal default which is very hard to see short of 
some sort of world war or some sort of catastrophe of that nature. 

But in the course of world development normally I can’t see that 
there is the slightest chance that this contingent fund would be 
called. 

The Carman. Mr. Multer. 

Mr. Motrer. Mr. Dillon, I am in favor of this program and al- 
ways have been, and I agree with all that you said here this morning, 
but I think the administration has put us in an embarrassing posi- 
tion in requiring us to make a choice. 

I think the administration is wrong. I am referring now to the 
fact that this Banking and Currency Committee has reported out 
a housing bill, which is now under attack by the administration. 
I say that this country, and our Government, can afford both that 
program and this program, but if we can’t afford both, the choice to be 
made by the Congress is shall we enact a program that will help 
the domestic economy and our people, or that which will help people 
abroad. 

I think we should help those people abroad, but if we must make the 
choice, I am afraid the choice is going to be that we will first take 
care of our own and if there is anything left, we will take care of 
the rest, 

With specific reference to the facts in your statement, you have 
properly pointed out that the major portion of this money will not 
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be called upon unless there is a catastrophe, and that in excess of $1 
billion in non-interest-bearing notes would be cashed over an indefi- 
nite period of time ahead. 

We have a siiilar situation in the housing bill. It calls for a pro- 
gram which runs into the future. But in order to establish the case 
against the housing bill, the administration has taken all the money 
which is called for under that program, the housing bill, not only 
the housing for the next 3 years that is called for, but has taken and 
added onto the cost of the bill the principal and interest we will spend 
in the next 40-odd years to sustain that program. 

If that is good bookkeeping there, which throws our budget out 
of balance, and pushes the debt ceiling up, then it is good bookkeeping 
here, and we have got to make that choice, hard as it may be. 

On the other hand, if it is proper to point out, as you have done, 
and I agree it is, that much of this money will not be spent for years 
ahead, we ought not to take it into account now in determining 
whether or not it is going to affect our present budget, we ought not 
to balance or unbalance our budget by adding into it—even though 
they are obligations of the country, which we will meet, I am sure— 
what we are going to pay 10 years from now or 20 years from now. 

Am I not right in that philosophy ? 

Mr. Ditton. Mr. Multer, I would certainly say you are completely 
right. I had never heard that the portion of expenditures as you 
say; that would take place indefinitely over the long term future 
should be taken into account in determining whether our budget for 
the coming year is balanced or not. 

I had never heard anyone maintain that such expenditures would 
have an immediate effect on the next budget, and I don’t think they 
should be taken into account for that purpose. 

As to mentioning them, or just knowing what they are in the 
future, I think it is probably proper, certainly proper, that the people 
of the country should know what the costs of the various programs 
are, the possible costs, and over what period of time they might arise. 

As to the choice between this program and a housing program, or 
a housing program of a certain order or magnitude, I would hope 
that the question would not be posed in those terms. 

Of course, my responsibilities, the responsibilities of the Depart- 
ment of State, run primarily to our foreign policies, and while those 
require a healthy economy in the United States, the maintenance of 
the economy in that healthy state is the responsibility of other depart- 
ments and agencies of the Government. 

Certainly all I can say is that the Fund and Bank program is of 
vital importance, and I don’t think that we should sacrifice it to the 
sause of a controversy that may develop over a particular domestic 
program. 

Mr. Mutrer. I agree with you again. But I hope we are not put 
in the position of making the choice, because if the choice must be 
made, then something must be sacrificed. Either we must cut. into the 
domestic program or we must cut into this program. 

I can understand your position as the Secretary of State, or acting 
for the Secretary of State, to espouse those matters, and properly so, 
which come under your jurisdiction. We, sitting in the Congress, will 
have to make the choice. We are supposed to have a Bureau of the 
Budget to coordinate these things. 


— 
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Mr. Anderson, Secretary of the Treasury, did not indicate, and you 
do not indicate, whether or not either statement has been cleared by 
the Budget. What is the situation with reference to that, Mir. Dillon? 

Mr. Ditton. You mean the statement regarding our support for 
this institution ? 

Mr. Mutter. Yes, sir. 

Mr. Ditton. The Bureau of the Budget does concur in our support 
for this legislation to increase the capital of the International Mone- 
tary Fund and the World Bank. 

As far as the details of our statement before you today are con- 
cerned, those are not customarily checked with the Bureau, and they 
are not responsible. 

Mr. Mutrer. I understand that that is the fact. I think it is the 
duty of the Bureau of the Budget to tell us, now that they have both 
these programs before the Congress, whether or not we have enough 
money to go around for both. I think we have. I think we ought 
not to dem: agog about either program. We should enact both. 

One other thing, Mr. Dillon, if I may: You referred to the Develop- 
ment Loan Fund and the Export-Import Bank, and I again agree 
with you that they are both doing a good job. It occurs to me, how- 
ever, that we ought to be doing the job through one institution or or- 

ganization r: ather than having two such organizations. 

Can you see any real objection to the work of the Development 
Loan Fund and the Export-Import Bank being in one institution / 

Mr. Ditton. A good deal of thought was given to that, Mr. Multer, 
at the time the Development Loan Fund was established, and at that 
time it was, I think, almost the unanimous consent of those interested, 
and particularly of the officers of the Export-Import Bank, that the 
two types of lending were so different that it would be better not to 
have them in the same institution where there would be a direct com- 
petition of one against another. 

In other words, there would be pressure on the Export-Import 
Bank to make its loans repayable in local currency, rather than dol- 
lars, as they now are. 

So instead of having them in the same institution, we do arrange, 
through the membership of the Board of Directors of the Dev elop- 
ment Loan Fund, to keep them closely coordinated. On that Board 
of Directors there sits myself as Chairman for foreign policy, the 
head of the Export- Import Bank, and the U.S. Director of the World 
Bank, so all three institutions are closely welded in that forum, and 
the Director of ICA, and the Managing Director of the Development 
Loan Fund, itself. 

Also we have in the Development Loan Fund legislation provision 
that we should not compete with other sources of funds, and spe- 
cifically with the World Bank and Export-Import Bank. 

What that means is that all proposals that come to us that look in- 
teresting enough to further study, are then referred at the staff level 
to both the World Bank and the Export-Import Bank, to see first 
whether they are interested in handling all or part of them. 

The Development Loan Fund only handles those which are not 


taken and not preempted by the World Bank or Export-Import 
Bank. 
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Mr. Motrer. Mr. Dillon, I have taken you into a field that is for- 
eign to the bills we are considering. I think we ought to pursue that 
at. another time rather than now. 

Thank you, Mr. Chairman. 

Mr. Wipnatz. Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wwwnatt. Mr. Dillon, Mrs. Dwyer and I are very pleased to 
see you appearing before the committee today. We are pleased that 
New Jersey has such an eminent representative in the State Depart- 
ment, and it is particularly pleasing to both of us to know that the 
American people have a great deal of confidence in you and in your 
work. Your record was certainly outstanding as Ambassador in 
France and you are continuing to be of great service to our country 
since you have been in Washington. 

I don’t think there is any basic disagreement. with respect to the 
authorizations involved for the International Monetary Fund and the 
International Bank. 

The point 2‘ issue, if there is to be an issue, is why was 1959 selected 
as the year for this authorization as against fiscal 1960. 

Now, why does the State Department feel that it is urgent that 
these authorizations take place this year 

Mr. Dition. The reason for this is that we felt that prompt action 
was required once the process got underway of increasing the capital 
of these two institutions. It became clear last year that such an 
mcerease would be an advisable procedure, for different reasons. The 
World Bank was beginning to reach the end of its guarantee authority 
as far as the U.S. portion of it was concerned—dollar guarantee 
authority—and in the Monetary Fund there was general agreement 
that larger resources would help the Fund to exert a stronger influence 
in monetary stability, particularly in the underdeveloped areas, which 
were facing greater threats, beginning last year and this year, because 
of the decline in commodity prices and the general disruption which 
that has caused in world trade. The suggestion for increasing re- 
sources was made at that time without any particular thought as to 
which fiscal year it should be handled in. When action was com- 
pleted, however, by the Board of Governors, the action by the Mone- 
tary Fund prescribed that the member countries should carry out 
their quotas and make these deposits as soon as practically possible. 

Mr. Wipnatu. At what time was that decision made? 

Mr. Ditton. The first decision was made in the meeting in New 
Delhi, last October, and then at the end of December the Executive 
Directors completed their work, and the Board of Governors of the 
Monetary Fund and the Bank completed their definitive action, I 
think, early in the first week of February. 

Mr. Wipnatt. When were the participation quotas set up? 

Mr. Ditton. The participation quotas were set up by the Execu- 
tive Directors, who worked this out in detail, and their report went 
out, I think, in the last days of December. 

Mr. Wipnaut. The State Department feels that to meet those quotas 
as soon as possible would create a better atmosphere throughout the 
world in connection with the operation of both funds, and also serve 
a very useful purpose toward shomitiainier some of the areas that are 
critical at the present time, is that right ? 
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Mr. Ditton. This is particularly true with regard to the Monetary 
Fund. Our position of leadership there, as the chairman has men- 
tioned, is of great importance. The Director of the Monetary Fund, 
Mr. Jacobson, has sent a letter to the Secretary of the Treasury, 
urging the promptest action here in order to set a standard for the 
other countries of the world. We think it is vitally important that we 
move just as rapidly as possible in this field. 

As regards the World Bank, the two operations are tied pretty well 
together, and we feel that the same sort of leadership is necessary 
there, and in any event, the Bank operation has no fiscal implica- 
tions regarding the budgets of either year, so it makes no difference 
at all from a budget point of view in which year the Bank’s author- 
izations are handled. 

Mr. Wipnatt. Mr. Dillon, isn’t the Berlin crisis one of the areas 
where a new authorization could be helpful if we got into something 
that is more serious than it is right at the moment ? 

Mr. Ditton. That has arisen since the original decision to go ahead 
with the Bank and the Fund enlargement of resources was taken, and 
certainly it is an added reason why we should move rapidly, and at 
this time, every indication that we can give that the free world is 
standing solidly and strongly together, is and will be helpful. 

Also, if this crisis should take a more serious turn, it would be very 
helpful to have these added resources actually at hand. 

Mr. Wipnatn. And actually, stabilizing the forces that are in con- 
flict, throughout the world today, is probably the most. important. ob- 
jective we can have as a country, because unless these forces are 
stabilized, some of the programs we would like to have for our do- 
mestic economy can’t be carried out. 

Mr. Ditton. That is correct. 

Mr. Wipnaty. That is all, thank you. 

The CratrmMan. Are there further questions? 

Mr. Asuiey. Mr. Chairman. 

The Cuatrman. Mr. Ashley. 

Mr. Asuiry. I have no questions but I would like to say to the Sec- 
retary that I share in the pride that Mr. Widnall takes in our witness. 
Certainly there are few people, Mr. Secretary, who have done as much 
as you have to make it clear to the American people that our country 
has got to engage actively and forcibly in this area of international 
economics and assistance. 

Certainly this isa very difficult job. I can’t think of anyone on the 
American scene who has done more in such a short time, and I cer- 
tainly want to congratulate you. 

Mr. Ditton. Thank you, sir. 

The Cuarrman. Mr. Dillon, we have already reported out the hous- 
ing bill, which the committee favored overwhelmingly, and I sin- 
cerely hope that. we may report this bill favorably. 

I don’t think there is any issue before the people in this matter, do 
you? 

Mr. Ditton. No, sir; I do not. 

The Cuarrman. I agree with you thoroughly, and I hope we keep 
that out of the consideration of this bill. I don’t feel that there is 
any doubt about the passage of the housing bill. 

I want to thank you, Mr. Secretary, for your excellent statement. 
We feel deeply indebted to you for leaving your busy office and com- 
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ing here to give us the benefit of your views. We may call on you 
again in the future. Thank you. 

Mr. Ditton. Thank you, Mr. Chairman. I greatly appreciate the 
opportunity of appearing before your committee and the courtesy of 
the members of the committee. Thank you. 

The CHatrman. Our next witness will be Mr. John J. McCloy, 
chairman of the board of the Chase Manhattan Bank, on behalf of 
the American Bankers Association. 

Mr. McCloy was High Commissioner for the United States in oc- 
cupied Germany, and I remember when our committee was in Ger- 
many we had the pleasure of meeting with you, Mr. McCloy, and 
discussing matters of interest to us. 

Mr. McCloy has also been President of the International Bank for 
Reconstruction and Development and, as I stated, he is now chairman 
of the board of the Chase Manhattan Bank of New York. 

I know of very few men in America who have been called to help 
their Government more often than Mr. McCloy, and he has rendered 
distinguished service in every position he has occupied. We thank 
vou for coming here and giving us the benefit of your views, Mr. 
McCloy, on behalf of the American Bankers Association, who, I un- 
derstand, favor this legislation. 

Mr. Mvcurer. Mr. Chairman. 

The Cuatrman. Mr. Multer. 

Mr. Meurer. May I say that New York appreciates that very kind 
introduction of Mr. McCloy. New York claims Mr. McCloy as one 
of its most distinguished citizens. He is one of those very fine Ameri- 
cans who has at personal inconvenience and great loss to himself 
found the time and the desire to serve his country and the world at 
large, and we are very proud of him in New York. 


STATEMENT OF JOHN J. McCLOY, CHAIRMAN OF THE BOARD, THE 
CHASE MANHATTAN BANK, ON BEHALF OF THE AMERICAN 
BANKERS ASSOCIATION 


Mr. McCroy. Thank you very much, Mr. Chairman. Since you 
have already identified me quite too fulsomely, I won’t state my name, 
or what my particular position is. May I go ahead with my state- 
ment ? 

As I said, I have already been identified, perhaps too warmly, so 
that I will not state what my position is, but I am presenting this 
statement on behalf of the American Bankers Association, in connec- 
tion with the House bills, H.R. 4452 and H.R. 4453, which would 
amend the Bretton Woods Act to authorize an increase in the U.S. 
quota in the International Monetary Fund by $1,375 million, as well 
as double the U.S. subscription to the capital of the International 
Bank for Reconstruction and Development; the World Bank. 

The American Bankers Association heartily endorses the purposes 
of this proposed legislation. The effectiveness of the World Bank 
and the International Monetary Fund has been clearly demonstrated. 
Indeed, I believe their record has been such as to merit their being 
given the full resources they will need in the vital period ahead— 
resources that will enable them to make a maximum contribution to 
ene and continued economic growth throughout the free 
world. 
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It was my privilege—during the period from March 17, 1947, to 
June 30, 1949—to serve as President of the Bank. Since then I have 
had the opportunity to observe its accomplishments. 

The Bank has received—and has fully merited in my belief— 
worldwide recognition and respect. Its policies have been sound 
and forward looking; its operations have been energetic and success- 
ful. It is particularly gratifying to observe how in recent years loans 
for economic deve lopment have repli wed those for reconstruction. 

We always looked forward when I was at the Bank to the time 
when we would be through with the reconstruction job and could 
move into the development : area. Weare now there. 

During the early period, the Bank played an important part— 
along with the Marshall plan and the KE xport-Import Bank—in help- 
ing E urope get back on its feet after a terrible war. This job done, 
the Bank has turned its attention to the far more difficult task of 
accelerating the growth of the less developed nations of the free world. 

This is an arduous challenge. The capital resources that must go 
into the developing economies to permit them to grow at.a tolerable 
pace are far beyond the means of any one agency or any one govern- 
ment to provide. But the International Bank provides a very stra- 
tegic part. At atime when in many parts of the world limited avail- 
able resources were being directed toward ill-planned projects, the 
Bank was quietly insisting on well-conceived and well-planned pro- 
posals as a basis for considering any loan. While this has sometimes 
tried the patience of those borrowers for whom any proposal with the 
label “economic development” is automatically sound, it has had im- 
portant results. More and more proposals that reach the Bank are 
well thought out in terms of their costs and their impact on the econ- 
omy of the borrowing country. 

Even more important, governments that have had the experience 
of borrowing from the Bank begin to look at their other projects 
with a more critical eye, and to make their investments more wisely. 

Thus, while the Bank provides only a plank in the structure of 
world investments, it is a very important plank that affects much of 
the surrounding structure. 

It should not be surprising that the growing ability of countries 
to make up sound and bankable proposals has resulted in a growing 
volume of proposals that are acceptable to the Bank. Thus, for the 
past 7 years the Bank has made disbursements on loans at an annual 
average of $330 million with a disbursement of $541 million in 1958 
and today even greater. At this rate the Bank in the not too distant 
future could come to a point where further increases in its outstand- 
ing loans would not be possible. I shall say more about this later on. 

The record of the International Monet tary Fund has been equally 
outstanding. The Fund must receive a fair share of the credit for 
the improvement that has taken place over the last decade in the in- 
ternational payments situation. The Fund was set up to help coun- 
tries ride out brief periods when their foreign exchange earnings are 
not adequate to (1) meet foreign exchange needs, (2) keep reserves at 
tolerable levels, and (3) avoid restrictions on trade. 

To pick one example of how this has worked, in the fall of 1956 
the United Kingdom found itself cut off from its petroleum sources 
in the Near East by the closing of the Suez Canal. This meant that 
Britain had to shift its oil purchases from the sterling area to the 
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dollar area—it meant peying dollars that were in short supply for 
the United Kingdom instead of sterling which was plentiful. Over 
ensuing months, gold and dollar reserves were drained away, raising 
questions as to the stability of the pound. Without substantial addi- 
tions to its reserves from outside sources Britain would have been 
faced with drastic alternatives—alternatives that would have had last- 
ing repercussions on the rest of the world. The Fund was one of the 
primary sources to which Britain was able to turn in this time of 
trouble. A standby credit of $738 million was arranged. Its being 
available was an essential element in restoring confidence in the pound, 
and it helped give Britain time to adjust its economic affairs so that 
it could gradually build up reserves. 

One could name a number of other important actions taken by the 
Fund. The fact that it possesses resources that can be used in time 
of trouble gives to it also a special authority and status in dealing 
with governments. It has used this authority to instill sound ideas 
about constructive monetary and fiscal measures into the thinking of 
the men who are responsible for formulating financial policies. Asa 
result, even in the countries with continual balance of payments prob- 
lems, there is a growing nucleus today of public officials who see their 
problems i in a clearer light. 

I feel that this is one of the most important factors that the Bank 
and the Fund have been able to contribute. 

I feel sure that eventually these ideas will prevail. The best evi- 
dence of this is that one by one the countries of Europe have adopted 
policies that permit greater freedom of international exchange, and 
which, at the same time, have reduced the likelihood of balance of pay- 
ments crises. ‘Though the process is necessarily slower, the same thing 
is occurring in many other parts of the world. Muc +h of the credit 
for this must go to the persistent efforts of the Fund. 

In considering the question of expanding the resources of these two 
institutions, I can best begin by referring to the experience in my 
present field, commercial banking. In the banking business we have 
to keep a strong reserve position. We could never extend our busi- 
ness to a point where we had no cushion to deal with a temporary but 
heavy call upon our resources. But in addition to this we must antici- 
pate growth in our economy and prepare for it. We need a capital 
structure always strong enough to back up our growing obligations 
to depositors. 

The American banking system, for example, has increased i 
capital funds from $10.5 billion at the end of 1945 to over $22 billion 
today and thereby has been able to serve increasingly the growth 
requirements of our own country. This is the dollars-and-cents basis 
for the confidence our customers have that even under extreme condi- 
tions their money is safe. The Bank and the Fund have a similar 
problem. They must prepare for growth while at the same time 
remaining financially sound. 

I have already indicated the need for a continued expansion in 
the operation of these institutions, I might point out, too, that since 
the International Monetary Fund was established, the total value of 
world trade has more than doubled. Not only has the volume of trade 
been greatly expanded but inflation has also added further to its 
monetary total. In addition, inflation has reduced the real value of 
the original resources of the Bank by about one-third. 
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The additional resources now being sought by the Bank and the 
Fund are in our opinion needed now. As you already know from the 
law you are considering, the additional subscription to the Bank is not 
money that is intended to be spent. It is to provide a guarantee to 
the holders of the bonds sold by the Bank that their funds are safe. 
The margin of dollar backing for these bonds is narrowing steadily, 
so that the horizon for future expansion is becoming increasingly 
limited. The proposed increase in the U.S. quota would extend this 
horizon by a substantial number of years. 

The case of the Fund is somewhat different. ‘Twenty-five percent 
of the additional subscription, amounting to $344 million, will be paid 
in and will be immediately available to the Fund. The remaining 75 
percent will be on call in case of need. I think it is clear from what 
I have said that we believe this additional contribution is necessary 
now. 

The knowledge that the Fund stands ready to provide assistance 
when countries have balance of payments difficulties can promote 
further relaxation of restrictions on trade and payments throughout 
the world. I don’t think I need to stress to this committtee that the 
United States is facing new and difficult challenges in world markets 
for our exports. While it has become easier for foreign importers in 
some countries to obtain dollars, there are still many other countries 
that carefully ration them. We want all such rationing to be stopped 
as soon as possible. This gives our Nation a vital interest in the ob- 
jective of the Fund which is, ultimately, to have a world in which 
any balance of payments problem is temporary and all currencies are 
exchanged in unrestricted markets. 

In conclusion I might say that, when the establishment of the Bank 
and the Fund was under study by the Congress in 1945, the American 
Bankers Association made the suggestion that if after a few years’ op- 
eration, successful results demonstrate the need for more capital, the 
subject should be considered. The association at that time strongly 
endorsed the purposes of the Bretton Woods institutions, although it 
did recommend that the functions of the Fund be conducted as a 
department of the Bank. It is thus gratifying to observe that. both in- 
stitutions are successfully fulfilling the purposes for which they were 
chartered, and that. we have been given this opportunity to support 
legislation calling for an increase in the United States participation in 
them. 

That completes my formal statement, Mr. Chairman. 

The CuHarrman. Mr. McCloy, was the American Bankers Associa- 
tion unanimously in favor of the organization of the Bank and the 
Fund? 

Mr. McCuoy. Yes, sir; as I indicated, Mr. Chairman, the only thin 
they differed about was the structure. They felt that it ought to be al 
in one institution as I recall their recommendations at that time, but 
they heartily endorsed the purposes and objectives of both the Fund 
and the Bank. 

The CHarman. I was a delegate to the Bretton Woods agreement. 
It seemed to me that at that time there were some connected with very 
large banks who were opposed to the organization. 

Mr. McCroy. I wasn’t at that meeting. That was before my asso- 
ciation with the Bank, but my impression was that there was a good 
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bit of talk and a good bit of comment amongst the banks in opposition 
to the setting up of the Bretton Woods organization, but after a care- 
ful consideration of it, and a careful committee review, the final con- 
clusions were that the purposes of those two institutions were praise- 
worthy, desirable, and should be sought, but that in considering the 
actual form of the organization, one institution would be better suited 
to accomplish the objectives. 

I think there is no doubt that there may have been some doubting 
Thomases at that point, but I think there is very little doubt left in the 
winds of any bankers or banking associations that this has been a good 
thing. 

I remember very distinctly going around talking to the banks after 
I was elected president of the Bank, to determine just what. their 
interest was and would be in the securities of the International Bank, 
and encountering still some skepticism at that point, but the initial 
issues Of bonds were successful and bit by bit that remnant of doubt 
was removed. 

The Cuarrman. That was the point I was trying to make, that while 
there was some opposition to the organizations, I suppose that the 
increase in world trade and the successful operation of the Bank and 
the Fund for 13 years, has now reduced all opposition; is that true? 

Mr. McCrioy. Yes, sir; that is true. 

The Cuarrman. Are there any questions ? 

Mr. Murer. Mr. Chairman. 

The Cnatrman. Mr. Multer. 

Mr. Mutter. Mr. McCloy, you have made a very fine statement and 
that I would expect you to make. 

I note from the balance sheet of the Bank, that this Bank does not 
operate as to its lending in the same manner or to the same extent as 
our commercial banks. In other words, a commercial bank may be 
organized and operating with a capital of a million dollars, and will 
probably be lending as much as 10 or 20 or 30 or sometimes a hundred 
million dollars. 

This bank has an authorized capital stock of $10 billion, of which 
approximately $9 billion is subscribed, with almost $2 billion paid in. 
Its total funded debt is much less than the amount of the paid in 
capital. 

What is the reason for that manner of operation as distinguished 
from commercial banks ? 

Mr. McCrory. Well, it is almost impossible to compare this Bank 
with the ordinary operations of a commercial bank. 

It was an entirely new experiment in international finance, it was 
one of the first of the so-called multiple agencies, and every dependence 
bad to be placed upon the capital subscriptions, and cassia the 
capital subscription of the United States ai that cime. 

There were no moneys to lend out excet those that were put in under 
the initial 2 percent, and most. people at that time were only prepared 
to borrow dollars, and you didn’t have any deposits or other portfolios 
to enable you to get started unless you could rely upon the good faith 
and the credit of the subscribing institutions, and particularly those 
of the United States. 

Mr. Mutrer. Is there any limitation in the Bretton Woods Act or 
the bylaws of the Bank, limiting the amount that the Bank may 
borrow ¢ 
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Mr. McCoy. I don’t recall any provision limiting the amount that 
they may borrow, beyond the total capital. 

Mr. Munrer. It may not borrow more than the total authorized 
capital or total paid i in capital ? 

Mr. McCrory. The Bank may not make loans in excess of the amount 
of its subscribed capital, reserves, and surplus. This is an effective 
limitation on the Bank’s power to borrow. 

Mr. Muurer. You have subscribed capital of $9 billion. Could 
you borrow to the extent of $9 billion, even though only $2 billion is 
paid in? 

Mr. McCoy. Yes, sir; but, as a practical matter, you would not 
at this stage, I think, be able to borrow anything like that amount of 
money, because the fact is that most of the money, or a large proportion 
of the moneys that the International Bank borrows are borrowed in 
the U.S. market. But even if they are not borrowed in the U.S. 
market, the investor looks generally to the extent of the U.S. guarantee, 
so-called—that is the subscription fund. 

Now, perhaps they may look a little less to it than they did before, 
but still you would have great difficulty, in my judgment as a repre- 
sentative of investors, and certainly as a potential investor in a com- 
mercial bank, in getting the large sums of money that are needed for 
the development funds without a pretty solid margin of the U.S 
guarantee. 

Mr. Mutter. Thank you, sir. 

The CHairman. Are there further questions ? 

Mr. Hauprrn. Mr. Chairman, I don’t have any questions, but be- 
fore our distinguished witness leaves the stand, and before we go on 
with any more activity today, I would like to extend my heartiest 
compliments to the witness for the splendid presentation he has givén 
here today, and I want to compliment and cangratulate you, Mr. 
McCloy. 

Mr. Widnall mentioned the pride with which New Jersey claimed 
Under Secretary Dillon, and our good friend Mr. Multer mentioned 
the pride with which New York claims John McCloy. Being from 
New York, I am equally as proud as my good colleague of Mr. McC loy. 
But I can go a little further. My district in Queens, as a matter of 
fact, my community of Forest Hills, and even further yet, the apart- 
ments in which I live, claim the dear and charming mother of John 
MeCloy, and it is my pleasure to know this beloved lady, and I can 
readily see that our distinguished witness reflects this fine heritage. 

Mr. McCioy. Thank you very much, that is very cour teous and Lam 
very warmed by your statement. She is 93 years old, in fact. 

Mr. Haurrrn. I know. 

The CuHatrman. New York doesn’t own you entirely. You can 
speak for the hinterland. My State of Kentucky owns part of you, I 
am sure. 

Mr. McCoy. Thank you. 

I don’t think it is any great cause for congratulations on the part of 
mv native State, but I will say I was born in Pennsylvania. 

The CuarrMan. Thank you very much, Mr. McCloy. 

The committee will adjourn to meet at 10 o’clock tomorrow. 

(Whereupon, at 11:20 a.m., the subcommittee adjourned, to recon- 
vene at 10 a.m., Thursday, March 5, 1959.) 
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THURSDAY, MARCH 5, 1959 


Hovsn or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE No. 1, 
Washingon, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a.m., Hon. 
Brent Spence (chairman) presiding. 

Present: Messrs. Spence, Brown, Multer, Reuss, Healey, Kilburn, 
Widnall, Mrs. Dwyer and Mr. Halpern. 

The CHarrMAn. The subcommittee will come to order. 

We will resume hearings on the H.R. 4452. 

Our witness this morning is Mr. Stanley Ruttenberg, research di- 
rector of the AFL-CIO. 

We are very glad to have Mr. Ruttenberg give us the views of that 
great organization he represents. 

You may read your statement without interruption and then be 
interrogated, Mr. Ruttenberg. 


STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR OF RE- 
SEARCH; ACCOMPANIED BY BERT SEIDMAN, ECONOMIST, 
RESEARCH DEPARTMENT, AMERICAN FEDERATION OF LABOR 
AND CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Mr. Rurrensere. Thank you, Mr. Chairman. 

My name is Stanley H. Ruttenberg, and I am director of research 
of the American Federation of Labor and Congress of Industrial 
Organizations. I am accompanied here this morning by Mr. Bert 
Seidman, an associate of mine and economist in the department of 
research. 

I appreciate the opportunity to appear before this committee to 
state the views of the American Federation of Labor and Congress of 
Industrial Organizations on H.R. 4452, introduced by Representative 
Brent Spence, the distinguished chairman of this committee. I un- 
derstand that an identical bill, H.R. 4453, has been introduced by 
Representative Clarence E. Kilburn. 

H.R. 4452 would authorize an increase of $1,375 million in the 
quota of the United States in the International Monetary Fund and 
of $3,175 million in the U.S. quota in the International Bank for 
Reconstruction and Development—World Bank. The AFL-CIO 
supports these proposals and urges prompt enactment of the bills 
your committee 1s ow considering. 

I should like to briefly state our reasons for recommending con- 
zressional authorization of the request the President has made with 
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respect to U.S. participation in these two international financial 
institutions. 

First, as to the International Monetary Fund: The International 
Monetary Fund provides a pool of currencies to supplement the in- 
dividual currency reserves of member nations. These include almost 
all the major non-Communist trading countries. Unlike the World 
Bank and our own Development Loan Fund, the International Mone- 
tary Fund is not directly engaged in financing development projects. 
Nevertheless, it does perform a very important function which is of 
indirect assistance to economic development. The loans made by the 
International Monetary Fund to carry member nations over tempo- 
‘ary foreign exchange shortages help to support the continuity of 
economic development programs and to prevent disruption of inter- 
national trade. 

The President has requested and H.R. 4452 would provide that the 
U.S. Governor of the Fund—the Secretary of the Treasury—be au- 
thorized to request and consent to an increase of $1,375 million in the 
U.S. quota in the International Monetary Fund. Together with the 
amounts anticipated from other member nations, this would increase 
the funds available to the International Monetary Fund from ap- 
proximately $214 billion to about $5 billion. 

In other words, a little more than double the amount presently 
available. 

This is needed to bring the total resources of the Fund, which have 
been considerably depleted during the Suez crisis to a level where it 
can deal effectively with whatever major foreign exchange crises may 
occur in future years. The increased amount would also be more 
commensurate with the expanded volume of international trade and 
the generally higher prices of commodities, as well as the increased 
convertibility of currencies, all of which contribute to increased re- 
quirements of the Fund to provide short-term, balance-of-payments 
assistance. 

Next, as to the International Bank of Reconstruction and Develop- 
ment: The President has requested and H.R. 4452 would authorize 
the U.S. to increase its share of the standby guarantee authorization 
of the International Bank for Reconstruction and Development— 
World Bank—by $3,175 million. This will require no actual cash 
appropriation or expenditure. The Bank raises most of its funds in 
the private securities markets. All that is contemplated in the present 
proposal is to strengthen the financial guarantee the Bank placed be- 
hind its securities and thereby facilitate the sale of such securities in 
sufficient volume and at relatively moderate interest rates to meet the 
needs of member nations for development loans. 

Although, as I shall indicate, there are important limitations on 
what the Bank can accomplish by way of assistance to economic de- 
velopment, it nevertheless performs a most valuable function in aiding 
economic growth. 

By the end of 1958, the Bank had authorized over 200 loans amount- 
ing to more than $4 billion for more than 600 projects in 49 countries 
or territories. Increasingly, the Bank has concentrated its activities 
in the underdeveloped countries in Asia, Africa, and Latin America. 
As of December 31, 1958, nearly two-thirds of the Bank’s loan commit- 
ments were to those areas. Approximately one-third of the Bank’s 
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Jending has been for electric power development; another third for 
transportation facilities; and the remainder for agriculture, especially 
for irrigation: industry, especially steel production; and for other 
development. purposes. 

The Bank’s loans are made in hard currencies at going interest rates, 
414 to 6 percent, and for repayment periods ranging from 15 to 25 
years, Loans must be guaranteed by the Government of the borrow- 
er’s country and must be repaid in dollars or other hard currencies. 
Loans are made far various types of projects but not for so-called 
social capital such as schools, hospitals, etc. .\mounts of the loans are 
limited by the funds actually needed to financs the imports required to 
carry out the project. Any additional amounts needed to meet the 
costs of the project. must be provided by the borrower from other 
sources. 

Largely because of its relatively stringent requirements and con- 
servative financial policies, the Bank is an extremely durable financial 
institution. In fact, it has not had a single loss on any of its loans. It 
is therefore extremely unlikely that the Bank will ever have to call on 
member states for payment under their contingent liabilities. Never- 
theless, it is the backing provided by these contingent liabilities that 
permits the Bank to raise the funds required to carry on its important 
programs. We therefore strongly support the recommendation for 
expanding the contingent liabilities of the U.S. by the $3,175 million 
the President has requested, 

The International Monetary Fund and International Bank for Re- 
construction and Development cannot do whole job: While we un- 
hesitatingly endorse.the proposals to expand U.S. participation in 
the International Monetary Fund and International Bank for Re- 
construction and Development, we also want to emphasize our convic- 
tion that these agencies necessarily have relatively limited functions 
and must therefore be supplemented by other programs to assist eco- 
nomic development in the underdeveloped countries. I am attaching 
to my testimony the December 1958 issue of owr publication, “Labor’s 
Economic Review,” which states the view of organized labor on the 
urgent necessity for the United States in both our own and interna- 
tional programs, to extend economic and technical assistance to help 
economic growth in the underdeveloped countries. 

I would ask permission to have that inserted in the record. 

The CHatmrMAN. Without objection that will be inserted in the 
record. 

(The document referred to follows :) 


[From Labor’s Economic Review, vol. 3, No. 12, December 1958] 
AMERICA’S ROLE IN HELPING Wor.LpD Economic GROWTH 
IN BRIEF 


Hundreds of millions in underdeveloped lands can escape from 
crushing poverty only with generous aid from abroad. As the 
world’s richest nation, the United States has a moral responsibility, 
in both our own and international programs, to extend economic 
and technical assistance to help economic growth in industrializing 
countries. Effective economic aid is also in our country’s best in- 
terest because it will help to assure an economic environment in 
underdeveloped countries which will strengthen forces of freedom 
and democracy. 


Twenty-one nations have achieved their independence since the end of World 
War Il. Each of these nations has been faced with the immediate problem of 
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establishing a workable political structure. Equally important on the agenda 
of the newly independent nations has been the problem of stimulating economic 
development at a rapid pace in order to raise as quickly as possible present 
abysmally low living standards. 

The people in the lands which have recently won freedom have come to 
believe that political independence has set the stage for the economic growth 
of their countries—economic growth which will free them from the age-old 
burden of poverty which they and their ancestors have always borne. Hundreds 
of millions of people in these underdeveloped lands in Asia, Africa, and Latin 
America are questioning for the first time the necessity of continuing poverty. 
Indeed, the continuing scourge of malnutrition, ill health and illiteracy has 
become intolerable for people who have been fired by the enthusiasm of political 
awakening. 

It goes without saying that the political leaders in these countries cannot 
ignore the yearnings of their people for a better life. But we must also accept 
the fact that we in the United States and, to a lesser extent, in the other indus- 
trialized nations in the free world, have a heavy responsibility and an important 
stake in the developing struggle to wipe out poverty all over the world. 

The tremendous pressure for economic advancement in the underdeveloped 
countries has been generated at a time when many forces are at large in the 
world which can, if they are not effectively counteracted, hinder, or even thwart 
effective steps toward economic growth in these areas. At least two such forces 
seem to be of transcending importance. 


FORCES HINDERING ECONOMIC GROWTH 


The first is the tremendous explosion of population which is taking place all 
over the world but especially in the less-developed nations. 

Advances in public health in these areas, even though still limited, have greatly 
reduced the death rate; while birth rates have generally continued at high levels. 
The result is that while total national income may rise, per capita income and 
the standard of living it supports rises much more slowly. Indeed, without 
outside assistance, national income may actually rise in some of these countries 
while the standard of living may fall. 

A second disrupting force impeding economic growth in the underdeveloped 
areas is the worldwide conflict between the nations of the free world and the 
Soviet bloc. It is true that to some extent, the less-industrialized nations have 
benefited from this struggle because the countries extending economic as- 
sistance—especially the Soviet Union but also, to a much lesser extent, the 
United States—have sought thereby to attempt to win the friendship of still 
uncommitted underdeveloped nations. 

But the unsettled state of world affairs has motivated many underdeveloped 
countries to divert scarce resources from domestic economic objectives to mili- 
tary purposes. It has also tended to limit the amount of funds available for 
economic rather than military assistance by the United States and other in- 
dustrialized countries. 


CHARACTERISTICS OF UNDERDEVELOPED AREAS 


Although we tend to think of underdeveloped areas as a homogeneous group 
of lands, no two underdeveloped areas are exactly alike. On the contrary, there 
are wide differences among them. Some are arid lands lacking the basic natural 
resources generally considered necessary for economic development while others 
are rich in water, mineral, and land resources. In between these extremes, 
there are many variations. 

What the underdeveloped countries have in common, however, is a relatively 
backward economy held back by a primitive agriculture and a very low pro- 
ductivity. This means that except for the relatively few wealthy owners of land 
and other natural resources, the people generally have a very low standard of 
living. 

It is hard for most Americans to realize what life means to the hundreds of 
millions of men, women, and children who live in these poverty-ridden lands. 
These are people who, no matter how hard they toil, cannot escape the pangs 
of hunger, the ravages of disease, and what appears to be the utter impossibility 
of satisfying the most elementary needs of themselves and their families. 

Economists agree that there is no possibility of the people of such countries 
simply lifting themselves up by their bootstraps. The economies of these 
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countries cannot grow unaided. Economic development is only possible with 
the infusion into their economies of elements which cannot be developed entirely 
from within these countries. 

Economic assistance by the industrialized countries is absolutely essentia! 
if the underdeve!: ped countries are to lay the foundation for sound economic 
growth. The need for outside assistance is thus another characteristic which 
the underdeveloped countries have in common. 

Without such assistance, the gap between the developed and underdeveloped 
areas will widen. A few figures tell the story. Based on recent trends in the 
world economy, tvutal national production has been growing by the following 
rates per year: 


Percent 
In the free world industrialized nations *________-._________________- ni 
STE Sek. 20 er aa To. ee 4.5 
ae Ones eens ene IOI RRM ee Se eee Seen eonnaa 8 


14 percent in the United States. 5 percent in the other industrialized nations, in- 
cluding Western Europe, Canada. and Japan. 
rg percent in the U.S.S.R., 3 percent in the Soviet satellites, and 2 percent in Red 
e 3 a percent in Latin American and about 2 percent in other less-developed areas. 

In 1956, as shown in the chart on page 73, it was estimated that if these 
growth rates should continue for the next 20 years and in the light of anticipated 
population increases in the various parts of the world, per capita national 
output would increase by 103 percent in the industrialized free countries, 91 
percent in the Soviet bloc (including Red China), but only 29 percent in the 
less-developed free countries. 

These estimates also indicate that from 1956 to 1976, per capita national out- 
put in the less industrialized free countries would drop from approximately 

2 percent to only about 6 percent of the average in the industrialized free 
countries. During the same period, their proportion of per capita output of the 
Communist bloc would decrease from nearly one-third to about one-fourth. 

Thus, the already tremendous gap between the underdeveloped countries and 
the rest of the world would become even greater even though per capita income 
might increase slightly in the less-developed areas. Only a large injection of 
economic assistance into the economies of the underdeveloped countries can pre- 
vent an ever-widening disparity between their level of living and ours. 

The experience of countries which have successfully industrialized points to 
certain essential ingredients for economic growth. 


ESSENTIALS FOR ECONOMIC GROWTH 


There must be an improvement in farming methods to permit increased agri- 
cultural productivity so that adequate food can be provided for growing popu- 
lations and manpower can be released from the rural areas for work in non- 
agricultural activities. But this alone will not insure industrialization and 
economic expansion. In fact, economic growth will be impossible unless the 
country can develop certain basic material and human resources. 

Industries cannot even be started unless there are roads, ports, powerplants, 
and communication facilities. Housing must be available for the workers who 
will man these facilities and those who will be employed in the new factories, 
Of utmost importance are education and training programs as well as health 
and social services to assure efficient utilization of the new facilities and plants. 


WILY ECONOMIC AID? 


How can these physical facilities and social services be developed? Hither 
through savings set aside from the yearly output of the country itself or through 
foreign investment or assistance or through some combination of these. 

In actual fact, all three methods of providing new capital in underdeveloped 
areas are currently being utilized, but at present levels they are insufficient to 
permit even moderately rapid economic growth. 

A considerably expanded rate of investment will be needed in the under- 
developed countries for them to break through the “sound barrier” which will 
permit them to embark upon an effective program of economic growth. The 
alternative is continued decay of their economies and misery of their peoples 
with population growth continuing to outpace development of their resources. 





1 Based on estimates of United Nations Statistical Office and U.S. International Cooper- 
ation Administration as shown in Kockefeller Brothers Fund Report, “Foreign Economic 
Policy for the Twentieth Century. 1958,” p. 74 
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This is an alternative the inhabitants of these lands simply will not accept, 
Neither should we, unless we are willing to see the uncommitted nations turn 
increasingly, as they have already begun to do, to sources of financial assistance 
in the Soviet world and totalitarian methods of developing their economies and 
organizing their governments. 

To obtain the capital they need to modernize their economies, underdeveloped 
countries can obtain only small amounts of funds from local savings. It goes 
without saying that the mass of the people living at the very margin of exist- 
ence simply cannot set aside any savings from their pitifully meager incomes, 

If internal savings are not a promising source of funds for economic expan- 
sion in underdeveloped areas, private investors from abroad have also shown 
little inclination to invest in these countries. It is true that the total flow of 
private foreign capital from the United States to foreign countries has risen 
considerably in recent years, but very little has found its way to the underde- 
veloped areas and even less to the types of economic activities which would 
promote overall economic growth in those countries. 

U.S. direct private investment abroad more than doubled from less than $12 
billion in 1950 to over $25 billion in 1957, but in the latter year, only about $3 
billion were in the capital-short areas of Asia and Africa. U.S. officials have 
estimated that in recent years only about $100 million of private investment 
from American sources annually has been devoted to the Afro-Asian nations. 
While nearly $9 billion was invested in Latin America by 1956, the bulk of it 
was in oil, mining, and plantations with only about one-fifth in manufacturing. 

There has been much discussion about the need for tax incentives both by 
underdeveloped countries and the United States to encourage private investment 
in less-developed areas. However, if the related problems of convertibility of 
the earnings of private firms to dollars and the protection of the properties of 
such firms against confiscation are adequately met, it should be possible to ob- 
tain more private investment. Even so, private investment will not begin to 
meet all of the capital needs of underdeveloped countries. 

Thus, most of the funds needed for industrialization and virtually all of the 
money needed for transportation, housing, and other physical facilities essen- 
tial for industrialization, as well as health, educational and social services must 
be sought from public sources outside of the underdeveloped countries them- 
selves. Inevitably, as the richest nation in the world, only the United States can 
provide the largest part of the funds needed for economic expansion in the 
less-developed countries, though not necessarily in U.S.-administered programs. 


FUNDS FOR FOREIGN AID 


Foreign aid from public sources, whether from a single nation or an inter- 
national agency, takes several forms. 

Loans are the most common type of foreign aid. The loans may be hard or 
soft. Hard loans are generally at the going rate of interest (currently 5 to 6 
percent) for a relatively short duration and repayable in dollars or other so- 
ealled hard currencies. Soft loans are at lower interest rates (perhaps 2 to 3 
percent), for longer periods and repayable in the country’s own currency. 

While the distinction between hard and soft loans might appear to be tech- 
nical, actually the difference between them is quite important. The ease of 
repayment at lower interest rates and over a longer time period does not 
require elaboration. What may be less clear is the desirability from the stand- 
point of the recipient country of repayment of foreign loans in its own currency. 

Repayments made in its own currency remain in the country for spending 
by the lending country or agency or for future investment. On the other hand, 
repayment in dollars or other hard currencies diverts funds from the country 
altogether and thus partially defeats the very purpose of foreign aid. Thus, 
soft loans are generally more appropriate and more effective for economic 
assistance purposes than hard loans. 

Even soft loans are not feasible in the earliest stages of economic development 
or for projects which will not generate surplus funds for repayment or for 
health, educational, and training programs which cannot be directly self-liquidat- 
ing. For these essential activities, without which economic expansion cannot 
proceed, outright grants are required. 

It is for this reason that the various programs of technical cooperation have 
been on a grant basis. These programs which were first outlined in President 
Truman’s famous point 4 address are directed toward providing underdeveloped 
nations with the skills and techniques essential for their economic growth. 
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In the first instance, technical cooperation usually emphasizes improvements 
in health, education, and agriculture. Later it is expanded to develop neces- 
sary skills for industry, transportation, communication, housing, mining, public 
administration, and community development. 

Here are just a few of the accomplishments of U.S. technical cooperation 
programs: in Brazil, life expectancy in 17 cities has been increased by 10 years; 
in Indochina, over a million people have been treated for trachoma; in Thailand, 
where 5 million people had malaria a few years ago, that dread disease has been 
virtually eliminated; in Liberia, rice yields have been doubled; and in the 
Philippines, 80 vocational agricultural schools have been started. 

President Eisenhower was undoubtedly right in stating: “Technical coopera- 
tion has proved it is a practical and productive concept and is the surest and 
most economical way, over the long term, to speed the advance toward an 
expanding world economy and a higher standard of living.” 

One other type of economic aid is direct transfer of farm surpluses, either 
by outright grant or by sale for local currencies, to underdeveloped countries. 
While these countries are predominantly agricultural, most of them neverthe- 
less do not raise enough food and fiber to meet even the minimum needs of their 
own people. Our agricultural surplus commodities, within the limits of our 
own requirements, can be used to help feed the hungry and clothe the ill clad in 
impoverished lands providing this is done without disrupting the agricultural 
systems of recipient countries. 


U.S. FOREIGN AID PROGRAMS 


Beginning with lend-lease during World War II and the Marshall plan of 
assistance for economic recovery of Western Europe in the immediate postwar 
years, the United States has had some type of economic aid program for nearly 
two decades. In addition, we have extended and are still making available rela- 
tively large amounts of military aid and defense support (furnishing of non- 
military goods and services to military allies). Until quite recently, military 
assistance and defense support absorbed about 90 percent of our foreign aid 
funds, and even now about two-thirds of U.S. foreign aid appropriations are 
devoted to these programs. 


U.S. Foreign Aid Program 





YEAR ENDING JUNE 30, 1959 














1N MILLIONS 
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MAILITARY ASSISTANCE | 1,500 
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DEFENSE SUPPORT |750 
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An increasing but still inadequate proportion of foreign aid funds, however, is 
being devoted to economic assistance and technical cooperation programs in 
underdeveloped countries. Studies made in the United States as well as by 
international agencies have highlighted the urgent requirements of the less- 
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developed nations for economic assistance. While these surveys have not all 
reached precisely the same conclusions, they have agreed on a few essential 
points: 

1. Substantially larger amounts, ranging up to an additional $3 to $4 billion 
a year from all free world sources should be devoted to economic aid. Of 
this amount, the largest part, probably on the order of $2 to $3 billion annu- 
ally, ought to come from the United States; 

2. Because economic expansion and industrialization in the under- 
developed countries will require assistance over a long period of time, eco- 
nomic aid programs must be shifted from a year-to-year, hand-to-mouth ex- 
istence to a long-term basis which will assure sufficient funds well in ad- 
vance of need; 

3. Increasing emphasis should be directed from reliance exclusively on 
unilateral programs in which the United States is the sole participant to 
multilateral programs in which other nations join to the extent of their 
financial capabilities, administered by U.N. or other international or regional 
agencies. 

DEVPLOPMENT LOAN FUND 


The most significant innovation in our economic assistance program has been 
the establishment of the Development Loan Fund. The DLE was set up to pro- 
vide interest-bearing loans generally at relatively low interest rates, for eco- 
nomically sound development projects which do not qualify for loans from other 
institutions, such as our own Export-Import Bank or the World Bank, both of 
which operate under strict banking criteria. 

In 1957, the administration proposed establishment of the DLF with a $2 billion 
authorization for a 3-year period. Instead, Congress authorized only $500 mil- 
lion for the first year and $625 million for the second year. It has appropriated, 
however, only $300 million for the first year and $400 million for the second year. 

That these funds are far from sufficient is demonstrated by the flood of requests 
to the DLF for loans. By late 1958, the Fund had under consideration applica- 
tions from some 45 countries totaling over $1.5 billion. It had already commit- 
ted $573 million of the $700 million available to it and expected to commit the 
rest by early 1959. 

Some administration officials have suggested that the Congress may be re- 
quested to authorize $1 billion a year for the DLF for perhaps a 5-year period. 
Such congressional action, though probably still not adequate, would help to put 
the DLF on a much more solid foundation. 

Despite the rapid disappearance of the limited funds Congress had thus far 
appropriated in late 1958, applications were still pouring in. This is not at all 
surprising since, even though on much too small a scale, the DLF is already en- 
gaged in tinancing a wide variety of essential projects around the world, includ- 
ing roads, ports, powerplants, communications, irrigation and industrial facilities. 


MULTILATERAL AID 


Until quite recently, the United States has been quite cold to proposals for set- 
ting up international or regional agencies to finance foreign aid. For example, 
it was largely opposition by the United States that doomed the suggestion for a 
Special United Nations Funds for Economic Development (SUNFED) which was 
proposed to finance on an international basis economic and social development 
programs in underdeveloped countries. 

More recently, however, under the pressure of political upheavals in various 
parts of the world, the United States has shown increasing willingness to 
consider participating in international and regional economic assistance efforts. 

As an alternative to SUNFED, in October 1958 the U.N. General Assembly 
approved a U.S. proposal for establishment of a $100 million U.N. Special 
Projects Fund. The United States will provide $38.5 million on a matching 
basis in the event that a total of $100 million from all member countries is 
realized. The fund is intended to be used to finance “relatively large projects 
[which] lead to early results and have the widest possible impact in advancing 
the economic, social, or technical development of the country or countries 
concerned.” 

On a broader basis, the administration is giving sympathetic consideration to 
a proposal first made by Senator Mike Monroney (Democrat, of Oklahoma), 
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for establishment of an International Development Association as an affiliate 
of the existing World Bank. This proposal contemplates initial capitalization 
for the IDA of $1 billion of which the United States would subscribe $3800 
million. he IDA would provide loans on relatively easy terms for basic economic 
development projects which might not qualify for hard currency loans offered 
under strict banking terms by the World Bank. 

On a regional basis, the United States has indicated it would look with favor 
upon and might be prepared to participate in economic development institutions 
in Latin America and the Middle East. In each area, the United States might 
put up as its share about $100 million. 


FOREIGN AID AND OUR DOMESTIC ECONOMY 


The United States should not formulate its economy assistance program on 
the basis of domestic economic considerations. We are interested in foreign aid 
primarily because it will make possible the development of sound expanding 
economies in underdeveloped areas. Economic assistance to the less developed 
countries will also help to establish an economic foundation in those lands 
for lasting political freedom and democracy. 


Mutual Security Helps U.S. Business 


(Millions of Dollars) 


LEADING COMMODITIES PURCHASED IN THE U.S. WITH 
NON-DEFENSE OR ECONOMIC ASSISTANCE FUNDS. 1948-1957 























COTTON "} $2,370 
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TOBACCO 
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oAG “TOTAL SHIPMENTS 
CHEMICALS FROM U.S. 


(APRIL 1948 - JUNE 1957) 


COAL $11,539 Million’ 
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* EXCLUDES SURPLUS FARM COMMODITY SALES. 


These are our primary aims in establishing economic assistance. But we 
should not ignore the fact that our foreign economic programs do provide direct 
economic benefits in our own country. 

In the first place, the underdeveloped areas provide us with many raw mate- 
rials and minerals essential for our security and our economy. For example, 
we import from the less developed countries 100 percent of our natural rubber 
and tin, 99 percent of our chromite, 95 percent of our manganese, 72 percent of 
our tungsten, and 70 percent of our bauxite. 
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Not only do we obtain sorely needed products from the underdeveloped areas, 
but they ure increasingly becoming important markets for our own industries. 

In addition to these gains, the foreign aid program makes possible employment 
for about 600,000 workers in American factories and farms. These are the 
workers who produce the manufactured products and agricultural commodities 
which we sent abroad in fulfilling foreign aid commitments. Government agencies 
administering these programs-estimate that. nearly 80 cents. of every. dollar of 
foreign aid funds is spent in the United States, thereby providing a powerful 
stimulant to the economy of the Nation. 


SOVIET PENETRATION 


Until a few years ago, the Soviet Union confined most of its foreign assistance 
to satellite countries firmly within the Communist orbit. More recently, however, 
the U.S.S.R. has launched a pregram of economic assistance agreements with 
countries not under Soviet domination. In the 3 years 1954-57, about $1.9 
billion in aid was committed by Soviet bloc states to nonbloe countries. 

Neither we in the United States nor the recipients of Soviet economic assist- 
ance should be under any illusions about the objectives and purposes of Soviet 
foreign aid. The foreign economic policy of the U.S.S.R. is directed first and 
foremost toward achievement of the political goals of the Soviet Union. Thus, 
Khrushchev admitted to a group of U.S. Congressmen in 1955, “We value trade 
least for economic reasons and most for political purposes.” 

What is true of Soviet trade policy is no less true of its foreign aid pro- 
gram. That program is geared to the one aim of drawing countries not yet under 
the Soviet yoke into the U.S.S.R.’s political camp. That is why 90 percent of the 
Soviet’s foreign aid is committed to five key neutralist or uncommitted countries: 
United Arab Republic, Yugoslavia, India, Afghanistan, and Indonesia. 

In extending foreign aid to uncommitted countries, the Soviet Union emphasizes 
four basic themes: (1) the burning desire in less-developed areas for economic de- 
velopment and rising living standards; (2) possible dissatisfaction with the terms 
of their trade with Western countries: (3) in some instances, dissatisfaction also 
with terms of Western aid; and (4) prestige of the Soviet economy—the idea 
that any underdeveloped country can industrialize in a short time by accepting 
Soviet help just as the Soviet Union has done. 

Stressing the political and psychological aspects of foreign aid, the U.S.S.R. 
tends to emphasize “showcase” items in its foreign aid program, such as steel 
mills, nuclear research laboratories and other projects which tend to build up 
the prestige of both the Soviet Union and the recipient country. But this lack 
of balance in the Soviet program also reduces the funds the U.S.S.R. requires for 
earrying out what is from its standpoint an effective foreign aid program. The 
political emphasis in Soviet economic assistance means that it does not require 
as large funds as would a program promoting balanced, long-term economic 
growth in underdeveloped countries. 

While the Soviet Union has offered ostensibly favorable terms (214 per- 
cent long-term loans) in its foreign assistance agreements, it has insisted that all 
credits be used for purchase of Soviet or satellite products and also on the right 
annually to renegotiate prices, quantities and other terms of agreement. Even 
more important, as such countries as Yugoslavia have learned, the Soviet Union 
does not hesitate to cut off committed foreign aid to countries that refuse to 
succumb to its political demands. 

The Soviet Union will probably step up its drive even more in the foreign aid 
field. Despite the disadvantages to recipient countries, underdeveloped countries 
will undoubtedly still continue to turn to the Soviet Union for economic assist- 
ance. Indeed, they will seek Soviet help increasingly especially if the United 
States should leave a vacuum which the Soviet rulers could fill. 

Certainly it is in the interest of the United States to prevent development of 
strong economic bonds between the Soviet Union and the still free nations of 
the world. As the AFL-CIO executive council has stated: “We must meet this 
challenge by expanding our foreign aid program and gearing it to the needs and 
aspirations of the peoples of the underdeveloped areas.” 
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AMERICA’S FOREIGN AID EFFORT 


This issue of Labor’s Economic Review is devoted solely to discussion of eco. 
nomic and technical assistance to underdeveloped countries. But the AFL-CIO 
recognizes the continued need for military assistance as part of the overall for- 
eign aid effort. We do not claim competency to assess how large and what kind 
of military aid program we must have. 

We do insist, however, that the size and nature of military assistance pro- 
grams must not be permitted to detract from the importance nor limit the scope 
of economic aid or technical cooperation. For even if the Soviet threat were to 
disappear overnight, there would be a continuing need for large-scale economic 
aid to the less-developed nations. 

While we cannot be blind to the political impact of economic aid, it is the 
height of folly for the United States to appear to tailor its foreign aid policies 
solely to political considerations. The fact is that our programs, much more 
than the Soviet’s, have been directed toward significant economic objectives. 

Unfortunately, however, our Government has tended to improvise hastily 
drawn up proposals following political events adversely affecting the United 
States. Thus, our recent tentative agreement to support regional development 
programs in the Middle East and Latin America, however worthwhile they may 
be, would seem to have reflected primarily a quick reaction to political crises and 
not a fresh look at the economic requirements of these areas. 

It is essential also that our economic assistance should be utilized su that to 
the maximum extent possible the great mass of the people in the underdeveloped 
countries derive tangible benefits from the economic growth fostered by our for- 
eign aid. This is not always easy because extension of economic assistance 
does not give our officials license to infringe on the sovereignty of independent 
nations nor do we want such powers. 

Nevertheless, we must do everything possible to assure that the fruits of 
economic development are widely shared. One way of doing this is by encourag- 
ing the development of strong democratic trade unions in the underdeveloped 
countries. We should also provide technical assistance through our own agen- 
cies and the International Labor Organization for development of minimum 
labor standards and social welfare measures in countries which receive economic 
assistance, 

It is by such tan‘ible evidence of concern for the welfare of the people of the 
underdeveloped countries and their aspirations for a better life that we can hope 
to win them to support of the forces of freedom and democracy. 

(Note.—Additional information on the need for an effective program of 
economic and technical assistance to underdeveloped areas will be found in the 
May 1957 issue of Labor’s Economie Review. Most of the material in that issue 
has not been repeated in the current number. Therefore, it is suggested that 
readers desiring to obtain a broader background on this important subject refer 
to the earlier issue as well as the current one.) 

Mr. Rurrensere. It is our belief that U.S. efforts thus far, though 
undoubtedly helpful, have been on much too limited a scale. 

The action which we hope the Congress will take on the proposals 
you are now considering with respect to the International Monetary 
Fund and the International Bank for Reconstruction and Develop- 
ment will not lessen in any way the urgent necessity for the United 
States to expand the Development Loan Fund and our technical 
assistance programs and to support the establishinent of some type of 
International Development Association along the lines suggested by 
Senator Monroney. Let ine briefly indicate why these programs are 
needed and why the International Monetary Fund and the Inter. 
national Bank for Reconstruction and Development, as useful as they 
may be, do not detract from the importance of the Development Loan 
Fund, technical assistance programs, and the proposed International 
Development Association. 

As I have already indicated, the International Monetary Fund per- 
forms a very limited though important function. It is simply a 
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source of short-term stabilization loans to provide a secondary re- 
serve to meet the problem of weakened currencies, At most, its effect 
on economic development is only indirect and comparatively limited. 

The International Bank for Reconstruction and Development plays 
a more direct role in economic development but only in a relatively 
restricted area. The International Bank for Reconsivuction and De- 
velopment makes only what may be called bankable loans. These 
are at. the going interest rates for customary repayment periods and 
repayable in hard currencies. 

The extent to which countries may obtain International Bank for 
Reconsiruction and Development loans is determined by their ability 
to repay such loans and this, in turn, is determined by the type of 
projects for which the loan is sought—particularly the amount of 
revenue they are likely to produce—and the overall ability of the 
country to earn foreign aon As already indicated, the proj- 
ects financed by the International Bank for Reconstruction and De- 
velopment loans do not include “social capital” projects such as schools 
and hospitals, nor do they ordinarily include such projects as high- 
ways Which do not immediately produce revenue, particularly where 
a country does not have general ability to repay in hard currencies. 
Yet, projects of the types that are not covered by International Bank 
for Reconstruction and Development loans are vital not only to im- 
prove the living conditions of the people of the underdeveloped coun- 
tries but. also for economic growth itself. 

Thus, the Bank’s loans are limited in purpose and involve condi- 
tions which underdeveloped countries are hardpressed to meet. The 
Development Loan Fund, first authorized by the Congress in 1957. 
performs « broader function in assisting economic development. in 
underdeveloped countries. It makes loans under less stringent con- 
ditions than the International Bank for Reconstruction and Develop- 
ment for a variety of projects in less-developed nations which con- 
tribute to basic economic growth. 

The proposed International Development Association, probably in 
association with the International Bank for Reconstruction and De- 
velopment, would perform a similar function on an international basis. 

We hope to have the opportunity to present detailed testimony 
before the appropriate committees of Congress on the Development 
Loan Fund and the International Development Association proposal 
at a later date. At this time, we recommend enactment of the bills 
you are now considering. We also urge your committee in reporting 
out the authorization for International Monetary Fund and Inter- 
national Bank for Reconstruction and Development to emphasize to 
the Congress that these authorizations in no way lessen the need for 
the United States to strengthen the Development Loan Fund and to 
participate in some such organization as the proposed International 
Development Association. Such a recommendation by this commit- 
tee will emphasize to the Congress the need for a comprehensive, well- 
rounded program of economic assistance to industrializing nations, 
both through U.S. agencies and by our participation in international 
organizations engaged in assisting economic growth in underdeveloped 
countries. 

Thank you very much, Mr. Chairman. 

The CHarrmMan. You speak the unanimous opinion of the AFL- 
CTO, do you? 
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Mr. Rurrensere. Yes, sir; the position which I have stated here, 
Mr. Chairman, is that which reflects the position of the entire organi- 
zation of the AFL-CIO as adopted at our convention, in a resolution, 

The Cuatrman. Are there any questions by members of the com- 
mittee ¢ 

You have made an excellent statement, Mr. Ruttenberg, and I am 
sure the committee appreciates the study your organization has given 
to this very important matter and I want to thank you for giving us 
the benefit of their views and yours on the subject. 

Mr. Brown. Mr. Chairman, all witnesses that have appeared thus 
far have endorsed the bill, is that right ? 

The Cuatrman. All of them have endorsed the bill. Well, if there 
are no questions, Mr. Ruttenberg, thank you very much. We will 
call on you again when we need the opinion of the organization you 
represent. 

Mr. Rurrenserc. Thank you very much, Mr. Chairman. 

The Crarrmman. I understand that the other witnesses scheduled 
for this morning have decided to file a statement rather than appear 
before the committee. 

(The statements of witnesses referred to above are as follows:) 


STATEMENT OF THE CHAMBER OF COMMERCE OF THE UNITED STATES ON H.R. 4452 
AND H.R. 4453 


The Chamber of Commerce of the United States supports H.R. 4452 and 
H.R. 4453, which involve increasing the resources of the International Mone- 
tary Fund and the International Bank for Reconstruction and Development. 
These proposals were considered by our board of directors on January 30, 1959, 
and approved as means to further the chamber’s longstanding support of a 
sound international monetary standard and stability in currencies. 

On May 9, 1945, a spokesman for the national chamber appeared before the 
House Banking Committee and made two major recommendations: 

1. That the United States participate in the International Bank for Recon- 
struction and Development. 

2. That the Board of Governors of the Bank make a study of the question of 
monetary stabilization with a view to submitting recommendations to the na- 
tions concerning the International Monetary Fund. It was suggested at the 
time that the Bank assume interim stabilization activities until completion 
of the study. 

The national chamber today, as then, believes that a healthy and growing 
international commerce is essential to the continued expansion of the economy 
of the United States and to the achievement of greater prosperity and strength 
for all nations and is conducive to lasting peace. We recognize that stability 
of currencies is necessary for an adequate and sound international trade. We 
further recognize the development of multilateral trade on a sound basis re- 
quires a continuous flow of capital among trading nations. We believe that the 
International Monetary Fund and World Bank have both made important 
contributions to nations of the free world through assisting in economic growth, 
promoting sound fiscal and monetary policies, and foreign exchange policies. 
The United States has benefited and we believe will continue to benefit, by 
supporting the work of the International Monetary Fund and World Bank. 

The International Monetary Fund has facilitated greater freedom in inter- 
national trade and payments and a widespread recognition throughout the free 
world of the need for sound monetary and fiscal policy. The activities of the 
Fund have been of benefit to the United States by helping other countries to 
achieve exchange stability and have reduced the need for foreign aid or subsi- 
dies. The Fund has encouraged national self-reliance by helping to free inter- 
national trade and payments from the burden of exchange restrictions. It has 
provided a better overall environment for expansion of U.S. fureign trade and 
overseas investment. 

The Fund’s ability to continue its activities in the near future is of impor- 
tance to the well-being of the United States as well as to the rest of the free 
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world. To assure its ability to carry out its role in international finance, an 
increase in the resources of the Fund now appear necessary. 

The United States has recommended a general increuse in quotas of 50 per- 
cent by all members. This quota increase appears to be a reasonable balance 
between the member countries’ ability to supply resources to the Fund and 
their prospective needs for assistance from it. The total gold received by the 
Fund from members on account has been $2,071 million. As of the end of 
December 1958, an increase of 50 percent in quotas would add more than $2,000 
million to the gold and U.S. dollar resources of the Fund. This increase should 
prove adequate for the tasks that lie ahead. There are several reasons for 
increasing Fund resources : 

1. An increase in quotas would put the Fund in a stronger position to pro- 
vide emergency, short-term (3 to 5 years) credit to help nations through un- 
avoidable temporary balance of payments crises. 

2. Increasing Fund resources would contribute to an increase in world li- 
quidity. The growth of monetary reserves has lagged behind the expansion of 
world trade. 

3. The Fund’s resources are made available at a time when they are most 
needed—which may be in times of boom as well as in times of depression. The 
Fund must be prepared for diverse contingencies—-which may come suddenly 
and in most cases cannot be clearly foreseen in advance. 

4. The Fund will help to focus attention on necessity for financial discipline, 
without which no international monetary standard can function properly. 

The Fund has proved to be a responsible custodian of emergency international 
reserves, and the management of the Fund has earned a world reputation for its 
sound, businesslike approach to international lending and monetary problems. 

For the Fund, its early vears were dynamic and constructive, they were used 
to get working methods fully organized ; to start the system of consultations with 
countries maintaining exchange restrictions: to develop forms of technical as- 
sistance to member countries: and, to reach agreement on the policies and 
principles to be applied to requests for the use of the Fund’s resources. 

This considered approach to the formulations of its policies has been com- 
mendable. The principle that drawings greater than a country’s gold subscrip- 
tion must be justified through reasonable efforts to solve its own problems or by 
the adoption of a program for establishing or maintaining the ordinary stability 
of the country’s currency at a realistic rate of exchange is likewise commend- 
able. 

Now let us turn to the International Bank for Reconstruction and Develop- 
ment (World Bank). This institution has made a major contribution to the 
growth of free world economies by encouraging and financing of sound invest- 
ment projects. It has helped many countries in the free world to achieve a 
foundation for continued and balanced growth. 

The World Bank began operation in 1946. It was established to provide and 
facilitate international investment for increasing production, for raising living 
standards and helping bring about a better balance in world trade. 

The 68-member nations of the Bank are its stockholders, and the money which 
the Bank lends is provided partly by them. When a country becomes a member, 
it pays 2 percent of its stock subscription in gold or dollars, and 18 percent in its 
own currency. The Bank may lend from the 18 percent funds only with per- 
mission of the member concerned. The remaining 80 percent of the stock sub- 
scription is subject to call only if the Bank should need some part of it to meet 
its obligations arising out of its borrowings or guarantees. 

The Bank derives additional loan funds from the sale of its own bonds and by 
borrowings in the capital markets of the world. The total of the Banks’ funded 
debt outstanding as of January 31, was the equivalent of $1,852 million U.S. 
dollars. 

The Bank also mobilizes capital for its development loans by selling parts of its 
loans. Such sales have amounted to the equivalent of about $475 million of 
which about $100 million were made in the last 12 months. Beginning in 1954, 
it became a usual feature of Bank lending for private institutional investors to 
buy early maturities at the time loans were made. During the past year, 24 
of the Bank’s 30 loans were made in participation with private investors totalling 
$32 million. 

To date the Bank has loaned more than $1,244 million to European countries. 

In the less-developed countries, the Bank has loaned over $8,052 million, mainly 
for projects to improve electric power supply, transportation, agriculture, and 
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industry. The World Bank seeks to help countries help themselves. through 
loans and technical assistance. The Bank has established a good record of 
operations and business management; and there have been no defaults on loans, 
Further, the Bank does not seek to make loans in competition with private capital: 
but rather, stimulates private action whenever possible. 

As of January 31, 1959, principal repayments to the Bank have amounted to 
$248 million (not counting $207,512,000 repaid on portions of loans sold) and 
profits from operation available for lending total $256 million. Out of total 
capital, the Bank has available for lending $1,451 million. Taking all these 
amounts into consideration, the Bank has had available for lending, approximately 
$4,277 million, of which $3,137 million has been disbursed. 

This international approach, rather than direct U.S. action, has important 
advantages. First, it makes outside intervention, which may be necessary 
to the success of a nation’s economic program, somewhat more palatable to 
the borrowing country. With an international institution such as the World 
Bank, a lesser developed country is more likely to follow outside advice, to fur- 
nish information, and to allow the international institutions’ supervisors and 
technicians free movement within its borders. 

A second consideration, international administration tends to diminish sus- 
picion that help is being given to fulfill the selfish national aims of the lender, 
Moreover, an international organization can make available men and money from 
countries other than the United States. As an international entity the Bank can 
assist in carrying out desirable, but difficult to finance, regional undertakings— 
dams and river projects—which often are not confined to any one country. 

Doubling the capital of the World Bank has been proposed by the United States. 
It would not require the paying in of any new funds by the 68 member govern- 
ments, but only an increase in the unpaid portion of the subscriptions which serves 
as a guarantee for the Bank securities floated in the private capital markets. The 
Bank’s tlotation has been most successful in recent years and is approaching the 
top limit of the present U.S. subscription. The proposed U.S. increase in 
subscription of $3,175 million, matched by equivalent increases by other mem- 
ber countries, would assure the continued success and growth of the Bank's 
lending activities. 

President Eisenhower, on February 12, 1959, recommended early enactment of 
legislation which would increase the resources of the Bank and Fund. 

‘He said: “The entire free world needs sound currencies and orderly exchange 
systems to foster trade and economic growth and it needs capital which will 
support rising living standards and accelerate the pace of economic developments 
in all of the member countries. The International Monetary Fund and World 
Bank have achieved outstanding records as effective instruments toward these 
ends. For the well-being of the free world and in our own interest, it is essential 
that the proposed increases in the resources of these two institutions take place.” 

The countries of the free world look to the United States for leadership in 
economic matters. Taking up our subscription in new stock of the Bank and 
increasing our quota in the Fund is important to proper exercise of that 
leadership. 

For the additional U.S. quota in the International Monetary Fund, 
the President’s budget includes $1,375 million as supplemental new obligational 
authority and as estimated expenditures in 1959. Of this amount, $344 million 
is to be paid in gold and the balance of $1,031 million is to be paid in the form 
of non-interest-bearing Treasury notes. The anticipated subscription to the 
International Bank of $3,175 million in the fiscal year 1959 is included in the 
budget as new obligational authority but not as an expenditure because it will 
be in the nature of a guarantee fund. 

The chamber realizes there may be precedent for the request that these addi- 
tional funds be made available through a public debt transaction. When its 
board of directors approved the proposal to augment the funds of the Interna- 
tional Monetary Fund and Bank as being in furtherance of chamber policy, 
they associated with that statement a suggestion that sound fiscal policy re- 
quired that these and all other Federal funds be provided through the appro- 
priation process. 

The CHamman. We will adjourn to meeet tomorrow morning at 
10 o'clock. 

(Whereupon, at 10:30 a.m., the subcommittee adjourned, to recon- 
vene at 10 a.m. Friday, March 6, 1959.) 
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FRIDAY, MARCH 6, 1959 


Howse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuBcoMMITTEE No. 1, 
Washington, D.C. 


The subcommittee met, pursuant to adjournment, at 10 a.m., Hon. 
Brent Spence (chairman) presiding. 

Present: Messrs. Spence, Brown, Kilburn, Mrs. Dwyer, and Mr. 
Halpern. 

The CHarrMan. The committee will come to order, and we will 
resume hearings on H.R. 4452. 

Call the first witness, Mr. Clerk. 

Mr. Carpon. Mr. H. E. Harris, assistant legislative director, Amer- 
ican Farm Bureau Federation. 

The Cuarrman. Mr. Harris, I know you speak for a great many 
of your members in the State of Kentucky, as well as for the rest 
of the members of your organization. We are very glad to have 
your opinion on the legislation under study. You may proceed as 
you desire. 


STATEMENT OF HERBERT H. HARRIS II, ASSISTANT LEGISLATIVE 
DIRECTOR, AMERICAN FARM BUREAU FEDERATION 


Mr. Harris. Thank you very much, Mr. Chairman. With the 
chairman’s permission I will file my statement and try to go through 
it briefly picking up the highlights as we see them, of the statement, 
and then if the committee has any questions, I will answer them. 

I won’t attempt to introduce the Farm Bureau to you because I 
know you are familiar with the organization. We have 1,600,000 
farm families in all 48 States, Puerto Rico, and Hawaii. 

At our last annual meeting Hawaii came in as an affiliate member 
of the American Farm Bureau Federation. 

We are very privileged to appear here in support of the legislation 
to increase the U.S. quota for the International Monetary Fund and 
the International Bank for Reconstruction and Development. 

We have quoted you in our formal statement the policy which 
our member delegation adopted at the last annual meeting, last 
December, in Boston. These are the 1959 policies of the American 
Farm Bureau Federation. 

I would like to read you especially that part of the policies which 
I think is most important. 
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economic aid should emphasize loans rather than grants. It 
should be made clear that public loans are limited, and that such 
loans are an unsatisfactory substitute for private investment. 

The Development Loan Fund established under the mutual security 
program should be used only after it has been clearly demonstrated 
that financing is not available through private investment, the World 
Bank, International Finance Corporation, or the U.S. Export-Import 
Bank. 

The Development Loan Fund should be made available only where 
it is clearly demonstrated that the recipient country is prepared to 
follow national economic policies which promote private enterprise 
and investment to the maximum extent. Those policies, Mr. Chair- 
man, form the basis of our support for H.R. 4452 and H.R. 4453. 

These policies recognize the importance of foreign investment 
toward the attainment of lasting peace, but emphasize loans rather 
than grant aid. 

Farm Bureau interest in this legislation is based on three main 
points: First of all, we feel the stability and growth of the countries 
of the free world is important to our national security; second, we 
feel that expanding mutually advantageous international trade is 
important to our national economy; and, third, we feel that the 
ability of countries to earn dollars with which to buy American 
farm products is extremely important to farmers. 

I would like to interject right here that farmers must export from 
10 to 15 percent of their production every year. Last year we ex- 
ported over $4 billion worth of farm products. These export mar- 
kets are vital to the American farmer. 

The Farm Bureau feels that the International Monetary Fund and 
World Bank have played an important and at times vital role in ex- 
panding mutually advantageous trade of the free world. At the 
same time, these institutions have maintained sound policies, which 
have gained the respect, we believe, of both creditor and debtor na- 
tions. 

It is futile, however, to provide government credit to countries 
which discourage private investment and restrict private initiative. 

We feel that the standards set up by the Fund and the Bank have 
tended to grant loans only where it is demonstrated that nations are 
willing to try to help themselves, 

We are not experts on this subject, but from what investigation we 
have made it appears that the Executive Directors of the Fund, the 
National Advisory Council, and other people whose judgment we 
trust, have given this thorough study. 

Based on this we support the recommendations to increase the U.S. 
quota from $2,750 million to $4,125 million. 

We support the recommendations to increase the World Bank’s 
authorized capital, from $10 billion to $21 billion and to increase the 
U.S. quota from $3,175 million to $6,350 million. 

I know the committee understands that the volume of international 
trade since 1937 has increased almost fourfold. The tremendous in- 
crease in the level of exports and imports, we feel, can subject a coun- 
try to a great deal more variation than used to be the case. 

For example, the United States has had a total foreign trade of 
almost $35 billion—we must realize that many other countries have 
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had this tremendous and very beneficial increase in international 
trade, This has increased the needs for the type of supporting in- 
fluence to the foreign exchange condition that the International Mone- 
tary Fund can provide. hail 

We hope, however, that the increased convertibility of many Eu- 
ropean currencies will make possible a greater use of these other cur- 
rencies by the International Monetary Fund. We would assume that 
the International Monetary Fund policies would emphasize such use. 
There are other currencies besides dollars now that are convertible. 

We support the expanded quotas for Canada, Western Germany, 
and Japan. We feel they are justified. 

We feel it is fair that as countries attain strong trading positions 
that they assume their rightful responsibility in this banking in- 
stitution. 

The United States should insist on such assumption. 

In view of the expanding volume of international trade, and the 
expanded convertibility of foreign currency, we believe it to be in the 
best interests of the United States to participate in the proposed quota 
increase of the International Monetary Fund. The American farmer 
hopes that this action will make possible the removal of the discrim- 
inatory import. restrictions that other countries have placed against 
American farm products. 

There are countries that are in strong position as far as foreign ex- 
change is concerned. They will have the added benefits of an 
expanded International Monetary Fund. We would hope that the 
excuses of dollar shortages which are no longer valid in many cases 
would stop being used and these discriminatory treatments to Amer- 
ican farm exports be removed. 

We feel that the 68 country members of the World Bank have 
demonstrated that they prefer the operation of an international bank- 
ing institution to be on a sound businesslike basis. Since 1947 the 
Bank has made loan commitments of $4,250 million. 

It is an impressive fact that in this 13 years of operation the Bank 
has not had a default on a single loan. 

Now, this increase in the U.S. quota in the capital of the entire Bank, 
is just an enlargement of the guaranteed fund, as we understand it. 
We feel the Bank has gained a reputation for its technical services 
and we feel that the advice that the Bank has given in many cases, the 
arbitration it has provided between countries in dispute, have been 
just as valuable as the funds that they have loaned. 

In view of this record of the Bank for careful fiscal management 
and sound constructive use of funds, the Farm Bureau supports the 
recommended increase in the authorized capital of the Bank. 

We recommend that the Congress authorize the Governor to vote 
in favor of the resolution proposed by the Executive Directors to in- 
crease the authorized capital stock of the Bank and to vote the increase 
in the U.S. subscription. 

Mr. Chairman, I would like to conclude with these remarks. There 
have been many, many proposals for various international institutions 
which purported to be for the purpose of economic development. of 
underdeveloped countries. 

There is the so-called International Development Association, and 
there are various other types of proposals which have been mada 








80 BRETTON WOODS AGREEMENTS ACT 


We do not feel that these types of operations, which are extremely | 


soft loans, and require repayment only in foreign currency, are not 
really banking operations, and we feel they have no part of a World 
Bank operation, because it is simply not a lending process no matter 
whether we call it this or not. 

We would hope that we do not lower the standards of the Bank 
by attaching thistypeofenterprisetoit. 

We have the Development Loan Fund in this country, to make 


soft loans to underdevolped countries, These are supposed to be / 


loans of a last resort. They are supposed to be loans where a country 
can’t possibly get one from the Export-Import Bank or the World 
Bank or from private investment, and we hope that it will be main- 
tained this way. ae 

But there are proposals which say that it is wrong to do this ona 
bilateral basis, that we should do it through some kind of inter- 
national institution where we would turn over vast amounts of U.S. 
money to be loaned by an international institution, on a soft loan 
basis, with repayment in foreign currency. 

The main argument in favor of this, is an argument that some- 
times is put forth, is that certain countries, which are now developed, 
should be encouraged to start providing investment capital to under- 


developed nations. We fail to see the logic in this argument. If a 
developed country will not provide capital to underdeveloped nations , 
on a bilateral basis where they have some control over the expendi- 


tures, then we cannot see how it would be convincing to them to say, 
“Just turn the money over to the international organization and lose 
control over the expenditures.” 

If they won’t do it bilaterally, they certainly wouldn’t do it multi- 
laterall 


The att Bureau is opposed to this type of multilateral proposals | 
which are not really lending operations, and as Congress moves to | 


expand the authorization of the International Monetary Fund and 
World Bank, we earnestly hope that it will be with the firm under- 
standing that these two institutions will not be torn from the sound 
operating principles which have resulted in their past success. 
That concludes my statement, Mr. Chairman. 
Fr Cuarrman. We thank you for your very good statement, Mr. 
arris, 


Agriculture has always depended upon an increase in foreign trade, | 


and they have participated to a great extent in the benefits that ac- 
crued from both these organizations, is that so? 

Mr. Harris. Yes, sir; we believe that is so. 

The Cuairman. And it is the unanimous opinion of the organiza- 
tion you represent that both of these organizations should be con- 
tinued, and that we should increase our contributions to the Fund and 
our stock in the Bank as provided in these two bills? 

Mr. Harris. On the basis of the policies adopted by our voting 
delegates at our annual meeting in December, the Farm Bureau sup- 
ports the legislation to increase our quotas in both the Fund and 
World Bank. 

The Cuarrman. There was no opposition to it ? 

Mr. Harris. We support it; yes, sir. 

The Cuatrman. Those are all the questions I have. 
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Mr. Brown, Mr. Chairman. 

The Cuatrman. Mr. Brown. 

Mr. Brown. Has the export of farm commodities increased or de- 
creased in the last 3 or 4 years? 

Mr. Harris. Well, between 1952 and 1957 was an increase in our 
total farm exports. Unfortunately, this was due largely, especially 
between 1954 and 1958, to Govenment programs which sold our farm 

roducts for foreign currency, or in other manners helped to export 
the products. 

But, as far as the total exports of farm products go, there has been 
an increase between 1952 and 1957. Total exports were $4.7 billion 
in 1957. It dropped down to about $4 billion in 1958. 

Mr. Brown. It dropped down last year? 

Mr. Harris. Last year there was a drop; yes, sir. 

Mr. Brown. From what point? 

Mr. Harris. From $4.7 billion to $4 billion. 

Mr. Brown. That is all. 

The Cuatrman. Mrs. Dwyer. 

Mrs. Dwyer. No questions. 

The Cuatmrman. Mr. Kilburn. 

Mr. Kitpurn. No questions. 

The Cuarrman. Mr. Harris, it would seem to me that it would 
broaden the demand for American agricultural products and that 
the passage of these acts would permit more countries to be in a 
position to buy them, because they would be in a position to obtain the 
dollars necessary for their purchase. Isn’t that true? 

Mr. Harris. Yes, sir. We especially feel that the confidence in the 
foreign exchange position that these countries can obtain through 
these institutions will tend to remove the motivation for restrictive de- 
vices on imports of U.S. products. 

When a country is in a foreign exchange shortage position, and they 
are afraid that their reserves are going to dwindle and they are going 
to be caught short, they have every tendency to place extreme re- 
strictions on their imports. We feel the confidence and help that 
these institutions can provide can prevent such restrictions from be- 
ing placed on many of our imports. 

Mr. Brown. What caused the decrease in farm exports last year? 

Mr. Harris. Well, first of all, the $4.7 billion worth of exports in 
1957 was a record year. For example, in fiscal 1952, we had a high of 
$4.1 billion. Then it went down to $2.8 billion. 

In 1954 exports were around $3 billion. In 1957 they hit the peak 
at $4.7 billion. 

They dropped back down to $4 billion last year. There are a num- 
ber of reasons for that. A number of products didn’t maintain their 
export position, cotton being one of them. Increased competition in 
wheat also took its toll. 

Mr. Brown. What can we do to increase the export of farm com- 
modities ? 

Mr. Harris. Mr. Congressman, I think that the basic thing that 
we have to do is to have a realistic domestic farm program. We 
have priced ourselves out of the market on a number of our important 
export products. We have tried to solve this by subsidizing many of 
our exports, but as soon as we subsidize exports, we lay ourselves open 
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to charges of unfair competition in the world market, and we tend to 
try to maintain traditional shares of the market, and that sort of 
thing. 

What we should be doing is pricing our products competitively, 


making sure of their quality, and merchandising them effectively, and | 


to go out and get the markets, without subsidies, and really compete, 
We can’t do that, sir, until we have sound domestic programs. 

Mr. Brown. That is all, Mr. Chairman. 

The Cuamman. What proportion of our entire agricultural pro- 
duction is sold abroad ? 

Mr. Harris. The exports have varied, but it runs pretty constantly 
between 10 and 15 percent. Approximately 15 percent of our pro- 
duction went abroad in 1957. 

Of course, this is right across the board, this is every agricultural 
product. When you look at cotton, for example, in 1957 over half 
of our production of cotton was exported. In 1957 over half of our 
wheat was exported. This is a tremendously significant thing to the 
wheatgrower. 

Tobacco, of course, has been a traditional export crop, and we run 
between 20 and 25 percent of our production of tobacco going into 
export markets. Burley tobacco doesn’t run that high, Mr. Congress- 
man, but it could, if we went out and really built up the market. 

For example, in Germany, after the war, where the American 
cigarette had been introduced because of our troops being over there, 
there was a great demand beginning to grow for burley tobacco, to 
get a blended cigarette. But we have succeeded in pretty well pricing 
ourselves out of those markets, so that we are not building those mar- 
kets, we are not going out and tapping potential markets. Instead we 
have been content to cut our acreage and maintain programs which 
have kept the price too high. 

The Cuatrman. If there are no further questions, you may stand 
aside, Mr. Harris. You wish to have your prepared statement in- 
serted in the record in its entirety ? 

Mr. Harris. Yes, sir; Mr. Chairman. 

That may be done and thank you for your testimony. 

Mr. Harris. Thank you, sir. 

(The prepared statement of Mr. Harris follows :) 


STATEMENT OF HerBert E. Harris II, ASSISTANT LEGISLATIVE DIRECTOR, THE 
AMERICAN FARM BUREAU FEDERATION, REGARDING H.R. 4452, INCREASING THE 
RESOURCES OF THE INTERNATIONAL MONETARY FUND AND THE INTERNATIONAL 
BANK FOR RECONSTRUCTION AND DEVELOPMENT 


The American Farm Bureau Federation is an independent, voluntary or- 
ganization of 1,600,000 farm and ranch families in 48 States, Puerto Rico, and 
Hawaii. We appreciate the opportunity to present our views to this committee 
in support of legislation to increase the U.S. quota of the International Monetary 
Fund and to increase the authorized capital of the International Bank for Re- 
construction and Development. 

At the 40th annual meeting of the American Farm Bureau Federation the 
member State Farm Bureaus adopted policies dealing with international affairs 
and cooperation as follows: 

“America stands as a beacon of freedom to the world. We are waging a 
continuous battle for peace and must continue our efforts to strengthen the will 
of free nations to resist Communist domination. 


* % * * * * * 
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“The United States must demonstrate to the world that a dynamic, expanding, 
competitive capitalism is a major factor contributing to the more abundant 
life that people everywhere are seeking. 

x * * * * * * 


“Beonomic aid should emphasize loans rather than grants. It should be made 
clear that public loans are limited and that such loans are an unsatisfactory 
substitute for private investment. The Development Loan Fund, established 
under the mutual security program, should be used only after it has been clearly 
demonstrated that financing is not available through private investment, the 
World Bank, the International Finance Corporation, or the U.S. Export-Import 
Bank. Development loan funds should be made available only where it is clearly 
demonstrated that the recipient country is prepared to follow national economic 
policies which promote private enterprise investment to the maximum extent.” 

The above-quoted policies form the basis for our support of H.R. 4452. These 
policies recognize the importance of foreign investment toward the attainment 
of lasting peace. They emphasize loans rather than grant aid. 

The stability of many countries of the free world is dependent upon the es- 
tablishment and maintenance of sound monetary policies. Their ability to trade 
and to take their place in world affairs is directly related to their ability to 
maintain proper foreign exchange conditions. Farm Bureau’s interest in this 
legislation is based on the recognition that— 

(1) The stability and growth of the countries of the free world is import- 
ant to our national security ; 

(2) An expanding, mutually advantageous international trade is im- 
portant to our national economy ; and 

(3) The ability of countries to earn dollars with which to buy American 
farm products is important to farmers. 

Farm Bureau feels that the International Monetary Fund and World Bank 
have played an important and, at times, vital role in expanding mutually ad- 
vantageous trade of the free world. At the same time, these institutions have 
maintained sound policies which have gained the respect of both creditor and 
debtor nations. 

Farm Bureau has been fearful that the many proposals to extend soft credit 
on a government-to-government basis would discourage foreign countries from 
taking those actions necessary to assure stable economies capable of dynamic 
growth. We feel that it is futile to provide Government credit to countries 
which discourage private investment and restrict private initiative. 

We believe that the recommendations for increase in the U.S. participation 
in the Fund and the Bank are based on a thorough study of the situation by the 
Executive Directors of the Fund, the National Advisory Council, and others who 
are in position to have real judgment with regard to such matters. These recom- 
mendations would mean that the U.S. quota in the Fund would be increased 
from $2,750 million to $4,125 million. The United States would have to make 
a gold payment in the amount of approximately $344 million. The remainder 
of slightly over $1 billion would not actually be expended from the U.S. Treasury 
until needed by the International Monetary Fund to meet a situation where a 
great demand would be made for loans by member countries. The total increase 
of all country quotas would be $4,807 million—from $9,193 million to $14 billion. 

The recommendations also provide for an increase from $10 billion to $21 
billion in the authorized capital of the World Bank and the doubling of each 
member’s capital subscription. This would mean that the U.S. subscription 
would be increased from $3,175 million to $6,350 million. This entire increase 
would be used to enlarge the Bank’s guarantee fund which is used when it bor- 
rows from private sources. In other words, the increased funds would not be 
called upon unless there was default on the part of a borrower in regard to a 
loan made by the Bank and financed through private sources. 

This increased authorization to the Bank would have no effect on the U.S. 
budget for fiscal year 1960. 

There has been a substantial increase in international trade since 1944 when 
the quotas for the International Monetary Fund were originally established. 
Attachment I indicates total free world trade in 19387 and annually from 1950 
through 1958. It will be seen that since 1937 there has been almost a fourfold 
increase in international trade. Trade at this level, of course makes possible 
greater variations in a country’s exports and imports. Therefore, short-term 
loans of greater magnitude are likely to become necessary to alleviate balance 
of payment difficulties. This fact indicates the necessity of expanding the quotas 
of the International Monetary Fund. 
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We would hope that the increased convertibility of many European cur. 
rencies will make possible a greater use of such currencies by the Internationa] 
Monetary Fund. We would assume that International Monetary Fund policies 
would emphasize such use. 

In some respects we believe that it has been the presence and the operation 
of the International Monetary Fund that has made this convertibility possible, 
The expanding use of such currencies by the Fund will in turn make it truly a 
multilateral institution. The expanded quotas of Canada, Western Germany, 
and Japan are justified and logical in view of these countries’ expanded activity 


in the field of international trade. It is important that as countries attain strong | 


trading positions they assume their rightful responsibility in this bank insti- 
tution. The United States should insist on such assumption. 


In view of (1) the expanded volume of international trade and (2) the ex. | 


panded convertibility of foreign currency, we believe it to be the best interest of 
the United States to participate in the proposed quota increase of the Interna. 
tional Monetary Fund. 


The American farmer earnestly hopes that this action will make possible the | 


early removal of discriminatory import restrictions placed against U.S. farm 
products by some countries. 

The 68 country members of the World Bank have demonstrated that they pre- 
fer the operation of an international banking institution to be on a sound busi- 
nesslike basis. Since 1947 the Bank has made loan commitments of $4,250 mil- 
lion. In its initial period, of course, substantial loans were made to European 
countries for reconstruction. Today the Bank’s main function is to make loans 


to underdeveloped countries for economically sound enterprises. Attachment II | 


indicates that the Bank’s resources have been utilized by every region of the 
world. 

It is an impressive fact that in the 13 years of operation the Bank has not 
had a default on a single loan. 

It is unlikely that the proposed increase in the U.S. capital subscription to 
the Bank will ever be called as long as the Bank continues to follow the sound, 
conservative financial policy that it has in the past. What is recommended is 
an enlargement of the guarantee fund. We are happy to note that Canada, 
Germany, and Japan will assume greater responsibility under this increase. 

The Bank has gained a reputation for its technical services. They are in 
demand not only in the form of advice to member countries on development 
problems but also in the shape of mediation of economic disputes affecting 
member countries of the Bank. 

In view of the record of the Bank for careful fiscal management and sound, 
constructive use of funds, Farm Bureau supports the recommended increase 
in the authorized capital of the Bank. We recommend that the Congress au- 
thorize the Governor to vote in favor of a resolution proposed by the Executive 
Directors to increase the authorized capital stock of the Bank and to vote for 
the recommended increase in U.S. subscription. 


CAPITAL FOR ECONOMIC DEVELOPMENT 


We feel that the International Monetary Fund and the World Bank represent 
a sound approach to currency stabilization and real assistance to underdeveloped 
nations. Underdeveloped nations need a great deal more than the capital that 
can be provided through public funds. Private investment is essential. It is 
as unfair as it is unsound to indicate to such countries that loans for economic 
development will be provided regardless of the economic policies which these 
countries maintain. These international institutions are efforts to help countries 
help themselves. The capital should be provided under conditions and terms 
which induce countries to develop programs and adopt policies which are eco- 
nomically sound and which in the long run will contribute substantially to their 
development. We have grave doubts that proposals in the nature of the Inter- 
national Development Association will add to the effectiveness of the operation 
of the World Bank. The so-called soft loans, especially loans repayable in 
the country’s own currency, do not appear to us to be in the category of bankable 
loans and therefore do not appear to be suitable for administration by the World 
Bank or any international organization. 

The Development Loan Fund of the United States can work properly only if it 
provides funds “of a last resort’ and only if such funds are kept very limited. 
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We sincerely doubt that the sound, constructive policies of the World Bank can 
be maintained if other funds are available to underdeveloped nations under 
softer terms of repayment or without regard to the establishment of proper 
economic policies. The case is sometimes made that an international agency 
js preferable to the bilateral arrangements of the Development Loan Fund since 
the multilateral approach would induce other developed countries to provide 
more funds for economic development in underdeveloped countries. We fail to 
see the logic behind such a case. If a country will not provide economic de- 
yelopment funds under bilateral arrangements which give them a certain amount 
of control over the funds, certainly such countries will not turn over such 
investment resources to an international agency for disbursement. 

As Congress moves to expand the authorization of the International Monetary 
Fund and World Bank, we earnestly hope that it will be with the firm under- 
standing that such institutions will not be torn from the sound operating 
principles which have resulted in their past success. 


ATTACHMENT I 


Free world trade, 1937, and 1950 through 1958 
{Millions of dollars] 
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ATTACHMENT II 


International Bank loan commitments, percentage and dollar distribution by 
area, through Dec. $1, 1958 


[Million dollars] 
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The CuarrMan. Call the next witness. 

Mr. Carvon. The next witness, Mr. Chairman, is Mr. Eugene S. 
Gregg, vice chairman of the U.S. Council of the International Cham- 
ber of Commerce. 

The Cuarrman. We are glad to have your views on the subject. 
You speak just for the U.S. Council of the International Chamber of 
Commerce / 

Mr. Greea. Yes, sir. 

Mr. Kizeurn. Mr. Chairman, what is the U.S. Council of the 
International Chamber of Commerce ? 

The Cuarrman. Mr. Gregg can explain that. 
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STATEMENT OF EUGENE S. GREGG, VICE CHAIRMAN OF THE US, 
COUNCIL, INTERNATIONAL CHAMBER OF COMMERCE, INC. 


Mr. Greac. The International Chamber of Commerce was organized 
after World War I when a lot of the dislocations in international 
trade which have bedeviled us more recently, since World War II, 
began to make their effects felt. It was the opinion of a number of 
leading businessmen in a number of leading countries that there| 
should be better exchange of information between businessmen inter. | 
nationally, better cooperation internationally, and that there should 
be an international organiaztion that stood for private economic 
enterprise versus statism, t that there should be an organization that 
could give the opinion of organized international business to the 
various governing bodies of the individual countries. 

Thirty-odd countries belong to the International Chamber of Com- 
merce, and each one has the “equivalent of the U.S. Council. As a 

matter of fact, in April of this year the biennial congress of the 
International Chamber of Commerce is going to be held here in 
Washington for the first time in a great many years, and something | 
over 2,000 leading businessmen from between 30 and 40 countries will 
come here to consult with each other on problems that are mutual | 
among businessmen of the world. 

Mr. Kizsurn. Do you have any connection with the U.S. Chamber | 
of Commerce? 

Mr Greece. The U.S. Council was originally a department of the 
Chamber of Commerce of the United States, but it was felt by a 
number of leading businessmen in the chamber and in other organiza- 
tions that it ought to have a slightly different basis, so the Chamber 
of Commerce of the United States, the American Bankers Association, 
and a number of other organizations got together and agreed to 
organize, as a separate entity, the U.S. Council of the International | 
Chamber, with its strong roots in this country, but its allegiance | 
directly to the International Chamber of Commerce whose head- 
quarters are in Paris. 

I speak for the official position of the U.S. Council of the Inter- 
national Chamber of Commerce and I am vice chairman of that 
organization, and incidentally I have come here today from Statesville, 


N.C., especially for the purpose of presenting this ‘statement because | 


I feel so strongly that the proposed legislation is in the best interests | 
of the businessmen of this country, and in the best interests of this 
country as a whole. 

The U.S. Council officially urges that the Congress act. favorably 
on the President’s request that the United States increase its financial 
commitment to the International Monetary Fund and the the Inter- 
national Bank for Reconstruction and Development. We, therefore, 
support the bill, H.R. 4452, ad the companion bill. 

Both the Fund and the Bank have played an important part in the 
reconstruction of the world economy after World War II. Because of 
the work of these two institutions, both international trade and 
economic growth through private investment are greater than they 
would otherwise have been. 


We believe that if the resources of the Fund and the Bank are | 


increased, they can even more effectively help expand private trade 
and investment. 
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Now, my statement will be brief this morning, because you have 
already been exposed to all of the facts and the arguments. While 
I am now retired from active participation in business, I spent over 
30 years in the field of international trade. The lack of free con- 
vertibility of currencies, the exchange and import controls, and dis- 
crimination against goods of American origin, directly affect some- 
thing between 4 million and 5 million workers in this country, be- 
cause the best available estimates that there are between 4 million 
and 5 million American workers engaged in our export and import 
trade. 

Also, all of these restrictions and discriminations and controls 
have made it very difficult for some of the allies on whom we must 
depend in a political sense, to be strong economically. 

Now, the Bank and the Fund are, in my opinion, of great help 
to our foreign trade, and also are aiding us in our political ob- 
jectives in our fight against the Communist imperialist menace. 

As a personal example of what I mean by import controls, when 
Great Britain, shortly after the end of World War IT, tried to live 
up to the commitment made in the Anglo-American loan, of mak- 
ing sterling freely convertible, and found she couldn’t make a go 
of it, immediately severe controls were put on a tremendous num- 
ber of articles exported from this country. 

At that time I was president of the subsidiary of the Western 
Electric Co. handling its foreign business, and our exports on com- 
munications and electronic equipment from this country to Great 
Britain and to Australia and New Zealand, within 2 years, shrunk 
to 10 percent of what they were before the controls were put in. 
That is what I mean by import controls resulting from lack of ex- 
change stability or free convertibility of currency. That is what it 
will do to the workers of this country and to the exports of this 
country. 

Formally, that concludes my statement, Mr. Chairman, but I wil) 
be glad to try to answer any questions if you have any. 

The CHatrman. Thank you very much for your fine statement, 
Mr. Gregg. We haven’t as yet found any witness who has ex- 
pressed opposition to the bill. I am glad that, with your wide ex- 
perience, you feel it would be desirable. 

Mr. Greece. Well, from a practical point of view, the capital of 
the Bank and the Fund has not been increased since the two insti- 
tutions were organized, but world trade has more than doubled in 
that time. This is just a normal thing that would happen in any 
commercial banking operation. If your business doubles you have 
got to increase your capital funds to do the same kind of job that 
you have been doing, and there is a chance now of an even better 
job being done, because many of the countries that are members are 

eing more careful in their domestic policies, and are trying harder 
to get free convertibility of currencies, which unquestionably will 
help our export trade, will help the farmers, and will help workers 
in factories, and will be of great help to business in this country. 

The CHarrman. How great do you think the influence of these 
organizations has been in increasing our proportion of world trade? 

Mr. Greece. Well, Mr. Chairman, I will answer that somewhat in- 
directly. 
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When the Suez crisis occurred, had it not been for these institu- 
tions, I think that we would have had operating immediately against 
us, import restrictions as severe as they were in World War II, 
but because international organizations were available in the form 
of the Bank and the Fund, to take up this sudden demand, trade 
was not affected too adversely. It would have been affected very 
adversely if money had not been available through the Bank anid 
the Fund. 

And whenever any similar crisis occurs, if there is not this reserve 
that can be called on, confidence will immediately depart from a nun- 
ber of currencies, and we will really be in a bad way so far as our 
trade is concerned. We have experienced it after World War II, 
and now we seem to have a logical system whereby we take up these 
sudden pressures without doing the damage that we saw done in the 
twenties and thirties, and after World War II. 

The Cuarrman. Have the managements of these funds been sound 
and wise, in your opinion ¢ 

Mr. Grece. I think as a personal opinion the managements have 
been excellent. The only criticism that some could offer is that they 
do not do more at certain times than they did. But what they did 
was eminently sound and I doubt if they could have done much more, 
because the desire had to come from member countries of these insti- 
tutions for aid, and these countries had to be willing to change their 
domestic policies so that the aid would be effective. 

So I think it isn’t a fair criticism. I think that the managements 
have been eminently sound in both institutions. 

The Cuarrman. What political effect do you think they have? Do 
you think the association of these nations in a common business enter- 
prise meeting yearly, has had any effect on the peace and good will in 
the world, and on the respect that nations should have for each 
other ? 

Mr. Greece. I think first it has had an effect on the business and 
trade of the countries involved, and where you have an expanding 
trade, and increasing employment, you are more apt to have political 
stability, and you are more apt to get cooperation on a political basis. 

I think the question is difficult to answer specifically, but indirectly 
I think the answer is that they have been of great help. 

The Cuarmman. Are there further questions? 

If not, thank you very much, Mr. Gregg, for your fine statement. 

Mr. Greec. I thank you for the privilege. 

The CHarrmMan. We are glad to have the benefit of your views. 

Without objection, we have some statements which will be inserted 
in the record. All of them are favorable to the bills. 

This will conclude the hearings on this bill and the committee will 
meet in executive session at the call of the Chair. 

Mr. Kiveurn. Mr. Chairman, has there been any opposition ex- 
pressed against this bill ? 

The Cuatrman. I haven’t heard of any. 

Mr. Kupurn. I haven’t either. 

The Cuamman. All the testimony has been in favor of it. 
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The committee will adjourn to meet in executive session at the call 


of the Chair. 
(The statements referred to above are as follows: 


NATIONAL FOREIGN TRADE COUNCIL, INC., 
New York, N.Y., March 3, 1959. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
U.S. House of Representatives, Washington, D.C. 

My Drar CONGRESSMAN SPENCE: Reference is made to H.R. 4452 on which your 
committee has scheduled public hearings. This bill would amend the Bretton 
Woods Agreements Act to authorize the U.S. Governor of the Fund to request and 
consent to an increase in the quota of the United States and the U.S. Governor of 
the Bank to vote for increases in the capital stock of that institution. 

In support of the proposed legislation we should like to submit the following 
pertinent resolutions adopted by the 45th National Foreign Trade Convention 
last November and reaffirmed by the board of directors of the National Foreign 
Trade Council: 

“Intergovernmental financing of economic development.—In view of the sub- 
stantial volume of legitimate demands being made on the International Bank 
fer Reconstruction and Development and the care which this institution has 
hitherto exercised in its lending operations to insure that sound loans are made, 
and that private enterprise is encouraged and protected, the convention favors 
the proposal to increase the authorized capital stock of the Bank. In increasing 
the Bank’s capital, its member governments whose present subscriptions are not 
commensurate with their relative financial and economic position should be 
called on to raise their respective subscriptions accordingly. The convention is 
glad to note that the Bank is encouraging joint operations under which borrow- 
ers cover part of their needs with funds from the private capital markets simul- 
taneously with the receipt of loans from the Bank. 

“Currency and monetary policies.—The convention supports, in principle, the 
proposal. to enlarge the financial resources of the International Monetary Fund 
as a means of strengthening the Fund’s capacity to serve those purposes for 
which it was originally created, namely, to assist countries through temporary 
periods of foreign exchange shortages and international payments difficulties. 
The increase should be sufficient to permit the Fund to respond promptly and 
flexibly to special emergency situations which may arise. In addition, a general 
review and revision of the individual quotas should be undertaken in order to 
correct any existing deficiencies or discrepancies so that the quotas will better 
reflect the relative position in international commerce and finance of the various 
members. Also, as a preliminary step in the expansion of available resources, 
all member governments should be called upon to fulfill their outstanding gold 
and dollar subscription commitments to the Fund. 

“The convention believes that an increase in the funds available to the Inter- 
national Monetary Fund should be effected as a prelude to the restoration of 
multilateral currency convertibility. Notable progress toward this goal has 
been made during the past year, and there should be no unnecessary delay in 
its ultimate attainment. Steps should be taken which will lessen the likelihood 
of future payments difficulties, and make for long-term monetary stability and 
progressive elimination of exchange controls and restrictions. 

“The convention commends the International Monetary Fund for its sustained 
and insistent emphasis on monetary discipline as an essential condition for the 
provision of assistance. Under no circumstance should an increase of Fund 
resources be regarded as opening the way for any softening of these policies or 
for any weakening in the determined efforts of member countries to curb the 
forces of inflation. Finally, the convention emphasizes that the Fund should 
not, directly or indirectly, be looked to as a source of capital for economic de- 
velopment, or be used for stabilization of commodity prices.” 

It is respectfully requested that this communication be made a part of the 
record of the hearings of your committee, 

Very truly yours, 
WILLIAM S. SwIncte, President. 
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INVESTMENT BANKERS ASSOCIATION OF AMERICA, 
Chicago, Ill., March 5, 1959. 


Re H.R. 4452 and H.R. 4453. 


Hon. BRENT SPENCE, 

Chairman, Banking and Currency Committee, 
House of Representatives of the United States, 
Washington, D.C. 

Dear Mr. SPENCE: Both our foreign investment committee and our board of 
governors have examined the reports of the Executive Directors of the Inter- 
national Bank for Reconstruction and Development and the International Mone- 
tary Fund to their respective Boards of Governors, proposing an increase in 
the authorized capital of the Bank and an enlargement of the Fund’s resources, 
both dated December 1958. Both our foreign investment committee and our 
board of governors subscribe to the views and recommendations set forth in 
these reports, and as H.R. 4452 and H.R. 4453 are designed to implement these 
recommendations, we should like to go on record as being in favor of these bills. 

By way of identification, the Investment Bankers Association of America is 
a voluntary unincorporated trade association of investment banking firms and 
securities dealers who underwrite and deal in all types of securities. Our asso- 
ciation has over 800 member firms engaged in one phase or another of the 
securities business in the United States and Canada, including about 100 com- 
mercial banks. Our members have, in addition to their main offices, almost 
1,600 registered branch offices. Many of these firms have participated in the 
underwriting and distribution of the securities issued by the International 
Bank for Reconstruction and Development. 

In our view, the case made for the proposed increases in the resources of 
the Bank and Fund in the reports of their Executive Directors referred to above, 
is both comprehensive and persuasive, so there seems little point here in re- 
iterating the reasons why we think the subject legislation should be adopted. 
We do, however, want to make several observations. 

In our judgment, the record of the Bank in both its borrowing and lending 
activities has been outstanding. Had its lending policies and practices not 
been handled as ably as they have been it would not have been able to borrow 
the sums of money it has in the domestic and foreign money markets. In the 
immediate future it has the potential for making an even greater contribution to 
the economic development of the less developed areas of the free world if it can 
borrow the necessary funds with which to operate, and the legislation under 
consideration, increasing its capital, will undoubtedly be a great aid toward that 
end. 

We should also like particularly to endorse the views set forth in paragraphs 
23 and 24 on page 5 of the report of the executive Directors of the Bank to its 
Board of Governors as being completely realistic in present circumstances. 

We have also been both encouraged and pleased at the extent to which the 
Bank has encouraged private participation in its lending operations wherever 
practicable. 

With regard to the record of the Fund, we believe the Fund has performed 
a very important and useful role, without great publicity, in fostering inter- 
national monetary cooperation and realistic foreign exchange policies. It has 
promoted the adoption by its member countries of sound fiscal, monetary and 
other policies designed to strengthen their economic position and has encouraged 
the reduction or elimination of exchange restrictions on international trade and 
investment and has thus helped to maintain or promote currency convertibility 
and the balanced growth of world trade and economic development. It has also 
provided timely short-term financial assistance to its member countries to help 
them withstand speculative movements against their currencies and to give 
them temporary help pending the adoption of more appropriate fiscal, monetary 
and foreign exchange policies designed to avoid harmful restrictions on trade 
and exchange, 

For all of these reasons, and for the reasons set forth in the reports of the 
Executive Directors referred to above, we endorse the enactment as soon as 
practicable of H.R. 4452 and H.R. 4453. 

I would appreciate your making this letter a part of the record of the hear- 
ings on this proposed legislation. 

Sincerely yours, 


W. D. Kerr, President. 
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STATEMENT OF CHARLES P. TAFT, GENERAL COUNSEL, COMMITTEE FOR A 
NATIONAL TRADE PoLicy, IN Support OF H.R. 4452 anp 4453 


The Committee for a National Trade Policy is an organization of businessmen 
and others which has as its primary purpose public education in the issues which 
our Nation faces in maintaining a foreign trade policy in the essential national 
interest. The committee conceives of its major function as a clarification to 
the American public of the stake the United States has in an enlightened trade 
policy, a policy which will make possible constantly increasing levels of interna- 
tional trade and thereby contribute to our essential economic growth and con- 
comitantly to our security. We believe that the requirements of the United 
States for steady economic expansion at home and the maintenance abroad of 
our position of world leadership, our obligation to our friends and allies abroad 
as the world’s most affluent nation, demand of us a trade policy which makes 
a clear contribution to the economic strength and unity of the free world. In 
our opinion, this kind of a trade policy is a primary necessity now more than 
ever if we are successfully to maintain our position in the face of the massive 
Soviet economic offensive and to achieve the economic expansion we require 
while at the same time preserving and strengthening the bases of our free poli- 
tical and economic system. 

The proposals which are before the House Banking and Currency Committee 
incorporated in H.R. 4452 and H.R. 4453 in our opinion would directly contribute 
to the expansion of world trade, and to the economic growth of the United States 
and of its friends and allies. In fact it is probably more accurate to say that 
adoption of these proposals is indispensable to steady, continued development of 
world trade and to satisfactorily rapid economic expansion, particularly in 
underdeveloped areas. 


INTERNATIONAL MONETARY FUND 


The IMF was established in 1945 to serve as a vehicle for achieving order in 
international monetary relations following the acute disruption caused by the 
economic crises of the 1930’s and the second world war. It was designed to 

| do this by making available financial aid to particular countries which were in 
}temporary difficulties but which were prepared to take concrete steps to re- 
| store their financial situation both internally and externally. Both at the time 
| of its establishment and in its operations over the last 12 years, the Fund has 
held fast to this requirement of financial self-discipline on the part of any 
country receiving its assistance. It has been widely recognized that an interna- 
‘tional organization such as the Fund can be far more influential in persuading 
countries in financial difficulties to take the proper steps toward correcting their 
situation in a manner having a minimum adverse impact on their neighbors than 
could any individual country however generous it might be prepared to be in 
)extending aid. 

The Fund has not been and was never intended to be a banking establishment 
for extending long-term loans. Its purpose has been to intervene where feasible 
with short-term assistance to individual countries, and thereby prevent local 
economic and monetary crises from spreading around the world as they have 
idone in the past. There have been occasions when the Fund by timely action 
hag enabled important countries to avoid devaluation of their currencies— 
devaluation which might have been inevitable without assistance from the Fund, 
even though not justified by the basic and long-time economic situation of the 
country involved. Speculation attacking particular currencies has been a com- 
mon occurrence in the past, with the frequently resulting capital flight, with 
payments to the country on current account deferred, and with payments out of 
the country accelerated. This essentially artificial and short-term pressure can 
frequently result in devaluation or the imposition of rigid import restrictions, or 
both. Even worse, this condition often spreads to other countries and the result 
sa net reduction in the volume of world trade, inhibition of economic growth, a 
tise in unemployment and a serious effect on standards of living. 

All countires have swings or cycles in their balance of payments. These 
wings are frequent and acute or infrequent and mild, depending largely on the 
pattern of trade, the nature of their import and export products and on the 
stability of their financial management. The volume of trade the particular 
untry conducts is an important factor in the extent of the swings. Fully 
equate central reserves are necessary if these swings are to be accommodated 
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without recourse to severe import restrictions or drastic deflationary policies 
or both. 

Reserves which were adequate to cover the swings caused by the volume of 
trade in 1937, upon which the original quotas for the International Moneta 
Fund were based, are clearly inadequate to requirements when the volume ¢ 
trade has doubled as it has today. It has been the function of the Fund 
act as a source of secondary reserves and there is thus a logical and obvioy 
need for an increase in its resources if it is adequately to fulfill its role as ag 
instrument of international liquidity. 

Therefore, in the interest of continued trade expansion, in the interest ¢ 
avoiding recourse to import restrictions with all the disruption to commerce tha 
they cause, in the interest of making possible a relaxation of import restriction 
and their gradual removal in the future, the Committee for a National Traé 
Policy supports the proposal to increase the U.S. quota to the International 
Monetary Fund by $1.375 billion. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


The International Bank for Reconstruction and Development established af 
Bretton Woods at the same time as the International Monetary Fund has a record 
of outstanding success in making possible basic economic development in man 
areas of the world which need it most. A large part of the Bank’s resource 
has been devoted to the kind of fundamental projects which are essential for 
economic growth but which are frequently unable to attract private capital on 
the scale which is necessary. These are projects—railways, highways, powe 
plants, ports, harbors—which by their nature are subject to rather more loc 
government reguiation than are commercial or industrial projects; they a 
thus normally less attractive to private investors for that reason. The Inter. 
national Bank for Reconstruction and Development by its support of thes 
projects has fulfilled a major function which perhaps could not have otherwis 
been performed. 

Everyone is aware of a very great drive in every country for rapid increase 
in their economic levels and their standards of living. We are all acutely awa 
of the Soviet economic offensive and of the competition between the Sovie 
economic system and the Western economic system. The Sino-Soviet experi 
ment has demonstrated that rapid economic development can be echieved b 
massive forced investment through government edict, accompanied by mas 
oppression of the people. Where private capital accumulation is necessar 
slow as is the case in most countires which are underdeveloped, only throug 
assistance from external sources can rapid progress be made without a systen 
of rigid government control and deliberate extortion. 

In the race with the Soviet system the free world has in the Internation 
Bank for Reconstruction and Development an essential instrument for it 
ultimate success. Expansion of the resources of that instrument is in ouf 
opinion essential if that success is to be won. Moreover, it is incontrovertibl 
that expanded international trade follows economic development. The volum 
of U.S. trade is always greatest with those countries which are most high 
developed. We may be confident that the potentialities for U.S. exports will 
be enhanced by an expansion of the Bank’s lending facilities. Developing areg 
will become increasingly better customers for wider ranges of American goods 
provided, of course, that the United States is willing to accept wider range 
of imports in return. 

Finally, while we vigorously support the proposals contained in the measure 
before you, we would hope and expect that, if possible, certain necessary ob 
jectives would have priority in the use of the new authority: (1) In the cas 
of the Fund, this increase in the resources should enable countries to make mo 
rapid progress toward convertibility of their currencies and the eliminatic 
of import restrictions. This has been a major United States objective for man 
years and its achievement would have a direct and expansive effect upon ow 
foreign trade. (2) In the case of the Bank, its policies should be such as 
promote to the extent feasible the liberalization of trade and the reductio 
of trade barriers in those countries where it operates. In our view, devotiol 
of resources to projects which will require protection for an indefinite perio 
is not, in the absence of overriding considerations, their most judicious use. 


(Whereupon, at 10:52 a.m., the subcommittee adjourned, to reco 
vene at the call of the Chair. ) 


x 








